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DEANN FRIEDHOLM 


w 

2 

was called as a witness and, having been 


3 

first duly sworn, testified as follows: 


4 

EXAMINATION 


5 

BY MR. HAY: 


6 

THE VIDEOGRAPHER: The time is 

09:0 

7 

ID 

o 

00 

09 : C 

8 

Q. Good morning, Ms. Friedholm. My name is John 

09 : C 

9 

Hay. I represent one of the defendants in 

09 : C 

10 

this lawsuit. I'm going to be asking you 

09 : C 

11 

some questions today, and I would ask that 

09 : C 

12 

you let me get me question out before you 

09 : ( 

m 

start to answer. And if for any reason you 

09 : ( 


don't understand my question or you would 

09 : ( 

15 

like me to repeat it or rephrase it, just ask 

09 : C 

16 

and I will do so. I'd like your best 

09 : C 

17 

testimony in response to my questions. Also, 

09 : ( 

18 

if during the course of the day you need to 

09 : C 

19 

take a break for any reason, just mention 

09 : ( 

20 

that fact to me and we'll, of course, take a 

09 : C 

21 

break. 

09 : ( 

22 

A. (Witness nods affirmatively.) 

09 : C 

23 

Q. Can you please state your full name and home 

an 

24 

address for the record? 

9 

2 5 

A. My full name is Carrol DeAnn Friedholm and my 

B 
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_ DEANN FRIEDHOLM - By Mr, Hay _ 

address is [DELETED] 

MR. HAY: Would you mark that as 
the first exhibit? 

(Deposition Exhibit No. 1 
(marked for identification 

Q. The court reporter is now handing you what 

has now been marked as Exhibit No. 1. I 
would ask you to look at that and can you 
tell us if you've ever seen that document 
before? 

A. No. 

Q. Has anyone asked you to produce any documents 

for your -- for purposes of your deposition 
today? 

A. Has anyone -- 

Q. Asked you to bring with you or produce any 

documents at your deposition today. 

A. I brought documents. I don't know that 

anyone has asked me besides my own attorney. 

Q. Okay. If you can look at Exhibit A to that 

document, Exhibit 1, it's a list of documents 
that has -- that's been requested that you 
bring to your deposition. And I'll represent 
that that -- that—-has been served on your 
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attorney. Did you make any effort to collect 
the documents listed in the subpoena or in 
the document request? 


MR . 

HART : 

Can I -- 


MR. 

HAY : 

Sure . 


MR. 

HART : 

-- maybe 

short-circuit 

this a little 

bit? 

She's not 

seen the 


subpoena before because I have not seen the 
subpoena before, and so she hasn't gotten -- 
MS. MANLEY: Can we go off the 

record for just one second? 

MR. HAY: Sure. 

THE VIDEOGRAPHER: Stand by, 

please. The time is 9:11. Going off the 
record. 

(OFF THE RECORD) 

THE VIDEOGRAPHER: Stand by, 

please. The time is 9:13 a.m. We're on the 
record. 

MR. HAY: Okay. Just for the 

record, in an off-the-record discussion, 
there's been an indication that there's been 
an agreement between the parties that the 
expert subpoenas directed at both sides have 
been withdrawn wiT'h the understanding that 

KING & fuller 
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the only documents that have to be produced 
in addition to the documents that are being 
relied on by the witness are the documents 
that the particular expert has reviewed as 
well, and we'll proceed under that 
understanding. 

Now, for the. record. Counsel, 
this -- this group of documents that you've 
brought to the deposition, are these the 
documents that the witness has reviewed? 

MR. HART: That is correct. 

MR. HAY: Okay. 

MR. HART: Those are the documents 

she has reviewed, but is not relying on. 

MR. HAY: Okay. For the record, 

I'd like them to be marked as collective 
Exhibit 2 so that we -- rather than worrying 
about numbering them, et cetera, now, we'll 
number them after the deposition, but just 
have them marked all as -- as one exhibit. 

And could we go off the record for a second 
while I take a quick look through them? 

THE VIDEOGRAPHER: Stand by, 

please. The time is 9:14 a.m. Going off the 
record. '— 
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DEANN FRIEDHOLM - By Mr. Hay 


0 

(OFF THE RECORD) 

09:1 

2 

(Deposition Exhibit No. 2 

09:1 

3 

(marked for identification 


4 

THE VIDEOGRAPHER: The time is 9:17 

09:1 

5 

a.m. We're on the record. 

09:1 

6 

Q. Okay. Ms. Friedholm, we've now marked as 

09:3 

7 

Exhibit 2 to your deposition certain 

09:3 

8 

documents that your attorney has represented 

09:3 

9 

are the documents you have reviewed in 

09:3 

10 

connection with this case, but are not 

09:3 

11 

relying on for your opinion. He's also 

09:3 

12 

indicated that there's one deposition 

0 9:3 


transcript that you reviewed that is not 

09:3 

14 

included in this group, which is that of 

09 : 3 

15 

Mr. McKinney; is that correct? 

09:3 

16 

A. Dr. McKinney, yes. 

09:3 

17 

Q. Dr. McKinney? Okay. But is this the -- 

09:3 

18 

aside from that deposition transcript, are 

09:3 

19 

these the documents -- all of the documents 

09:3 

20 

that you have reviewed in connection with 

09:3 

21 

this litigation? 

09:3 

22 

A. May I ask my attorney a question? 

09:3 

23 

Q. Well, you have to answer. 

09:3 

24 

A. I'm sorry. The pink books, which my 

09:3 

2 5 

understanding was^you already have, the Texas 

09:3 
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Medicaid in Perspective and then the 
second edition. 

Q. Okay. These are -- these have been 

represented to us to be the documents that 
you've reviewed, but you're not necessarily 
relying -- 

A. Relying upon, yes. 

Q. -- on them for your opinion. Okay. 

A. I apologize, yes. 

Q. Okay. And -- and this is the full scope of 
those documents, correct? 

A. Yes. 

Q. Okay. In addition, there are certain 

documents that -- that have been identified 
that you're relying on for purposes of your 
opinions, correct? 

A. Yes. 


Q. 

Okay. And 

we'11 get 

into 

that in a 

second. 


Just before 

we leave 

this 

particular 

group at 


the moment, 

the first 

doc 

ument here 

is a 


summary -- it's called "A Summary of DSH 

Program in Texas." Can you identify 

specifically what that document is? 

A. It was a working paper done by Texas 

Department of Readrth staff for me when I was 

_________ 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


09 : : 

09 : : 
09 : : 
09 : 

09 : 
0 9 -. 
09 : 
09 : 
09 : 
09 : 
09 : 
09 : 
09 : 
09 : 
09 : 
09 : 
09 : 
09 : 
09 : 
09 : 
09 : 
09 : 


http ://legacy.library.ucsf.e8o^rakfe^n(tt|&8fy0<(fs«ElJv.industrydocuments.ucsf.edu/docs/gmxl0001 




12 


DEANN FRIEDHOLM - By Mr. Ha 1 



KING & FULLER 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


http://legacy.library.ucsf.e8o^rafcfe^nfl:|&3fyO<(f5«ElJv.industrydocuments.ucsf.edu/docs/gmxl0001 






DEANN FRIEDHOLM 


By Mr. Hay 


13 




1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


A. 

Q. 

A. 

Q. 

A. 


Q. 

A. 

Q. 

A. 


I believe it was monthly. 

Do you know if the department still or the 
Medicaid department still generates that? 

I believe so. 

Okay. And do you know how long those -- 
those documents are retained? 

I'm not sure that I can answer that. As the 
year progresses each year, the number for 
that year changes as well as estimates for 
future years. So I'm not sure if they retain 
every single monthly estimate or if at the 
end of year they just keep the last one for 
that year. 

Which would -- which would reflect the annual 
expenditures and the projected expenditures 
for the following year? 

Yes. Obviously, with the actual being a real 
number; the projections being used by us for 
planning purposes for the program. 

And who would be doing the projections? 

The Texas Department of Health and the Texas 
Department of Human Services work together to 
develop the projections based on our 
appropriations level and any changes that we 
knew were happening at the federal level or 


09:2 
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other circumstances. 

Q. And were such documents prepared for every 

year that you were involved in the Medicaid 
program? 

A. I believe that they have been prepared every 

year prior to my and subsequent to my work in 
the Medicaid program. , 

Q. Okay. And what was the purpose of this 

expenditure history list? 

A. For us to keep -- for people involved in 

state government to keep abreast of where we 
were in our expenditures on an annual basis. 
Obviously, there were -- this is only an 
annual overview by category, as is laid out 
there and I read to you, and to help us keep 
an understanding of what -- where our 
relative position was for a given year 
compared to previous years and thus 
projections to future years. 

Q. And this list of names on the first page of 

this document, is that the distribution list? 

A. It appears that that was the distribution 

list. I don't know that that is the only 
people who saw it, but that is a list of 
people who received a copy of it. 
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DEANN FRIEDHOLM - By Mr. Hay 


Q. Okay. Let me ask you, for the record, to 

take a look at Exhibit 1 and Exhibit A to 
Exhibit 1, which is the list of documents, 
and just ask you, kind of go down the list 
and let's determine whether -- and I 
understand you haven't produced this or been 
asked to produce this,. apparently, but what 
of these documents exist. 

A. Okay. 

Q. Okay? Item 1 talks about your entire file 

concerning this case and your work on the 
case including, but not limited to, any of 
the following. All -- any and all documents 
related to any fee or retainer or engagement 
letter. 

A. Yes. 

Q. There is a document that exists? 

A. Yes, sir. 

Q. Do you have a written contract with the state 

for your testimony? 

A. No. 

Q. What documents exist? 

A. I have a written retainer with the law firm 

that is part of the group of law firms 
litigating this case on behalf of the State 
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Q. 

A. 

Q. 

A. 

Q. 


A. 

Q. 


Q. 


of Texas. 

Okay. And can you describe for us what that 
retainer agreement includes? 

It includes -- it's an agreement between 
myself and Williams, Bailey law firm for an 
hourly fee of $150. 

Are there certain number of hours either 
included in it or expected? 

I do not believe so. 

Okay. Is there any distinction made for 
either testifying at depositions or doing 
other work or testifying at trial in an 
hourly rate? 

Not at this time. 

Does that -- does your response indicate that 
there's talk about changing the hourly rate 
for -- have you been discussing a possible 
difference in hourly rate for testimony? 

When I agreed to become an expert witness, we 
discussed that at some point we would 
renegotiate the rate, and we have not done 
that and there have been no discussions of 
amounts at this point. 

When did you agree to become an expert 
witness in this Csrse? 
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DEANN FRIEDHOLM - By Mr. Ha: 


I believe it was May or June. Perhaps June. 
And how much time have you spent working on 
this litigation? 

I would say between 60 and 70 hours, rough 
guess. I haven't billed any -- billed 
anything yet. 

You spent 60 or 70 hours, but you haven't 
billed any time at this point? 

Correct. 


Okay. Has there been any estimate given as 09: 
to how much time you're going to require to 09: 
complete your work on the case? 09: 
Have I given an estimate? 09: 
Right. 09: 


Do you have any? 09 
I really don't. 09 
So I take it that -- other than this one 09 
retainer agreement, are there any other 09 
documents that reflect the understanding in 09 
terms of compensation or anything with 09 
respect to your engagement by the state? 09 


Item 2 talks about the -- or Item B, I should 09 
say, talks about '■any and all documents you 09 
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DEANN FRIEDHOLM - By Mr. Ha^ 


have received from plaintiffs, or plaintiff's 09: 
counsel in this case. Aside from the 09: 
documents you're relying on and the documents 09: 
that you testified that you reviewed, any 09: 
other documents you received from the state 09: 
in this case? 09: 
The document that I can think of that I 09: 
received was the list of expert witnesses for 09: 
each side. It's in my file. I don't believe 09: 
I've received anything else. 09: 
Were you asked to do anything with the list 09: 
of expert witnesses? 09: 
Review it. 09: 
Okay. And aside from reviewing it, anything 09: 
else? 09 : 


Did you review it? 09: 
Yes . 0 9: 
Did you make any comments with respect to the 09: 
list of witnesses for either side? 09: 
Yes. 09: 
To anyone on the plaintiff's side? 09: 
Yes . 0 9: 
And who did -- who did you speak to? 09: 
Hugh McNeely. ~ 09: 
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Q. Actually, I guess I should have asked, was 
your -- were your communications with 
plaintiff's counsel in writing? 

A. No. 

Q. So you just had a verbal conversation with 
Mr. McNeely? 

A. Correct. 

Q. And what was the nature of that conversation? 

A. Any of the individuals on either list about 

whom I had knowledge or could give any 
perspective about that person in the Medicaid 
program with regard to Texas, I commented 
upon . 

Q. Do you recall who on that list you commented 

on? 

A. I'm not going to be able to recall each and 

every one. Generally, it was the individuals 
I knew and the names that come to my mind 
right now are Chet Brooks, Kent Caperton, 

Jack Vowell, Tom Suehs, Larry Tonn, John 
Drobny. Those are the ones that I can -- 
this was several months ago, but those are 
the ones that I remember commenting upon. 

Q. What were your comments to Mr. McNeely 

concerning Mr. Brooks? 
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A. 


Q. 

A. 

Q. 

A. 

Q. 


A. 


I explained the role that Mr. Brooks as a 
senator had with regard to the Medicaid 
program, explaining that he had been the 
chair of the appropriate committee in the 
Senate that handled all of the Medicaid 
legislation, my working relationship with him 
through the years and the fact that he also 
served on the Senate Finance Committee which 
controlled expenditures. And that was the 
generally the nature of my comments about 
each of those people, the roles that they had 
played relative to Medicaid in Texas, 
their -- their likely areas of knowledge. 
Okay. I'm going to -- bear with me. I'm 
going to ask you to go through -- 
Okay. 

-- each of the people you've identified -- 
That's fine. 

-- and kind of tell us what comments you made 
to Mr. McNeely about each of those people. 
Now, you said for Mister -- for Chet Brooks 
that the roles that he played in the Medicaid 
area, what did you tell Mr. McNeely about 
that? 

That he had been the chairman of the Health 

___ KING & FULLER ~ 
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and Human Services -- Senate Health and Human 
Services Committee for many years, which is 
the committee of jurisdiction overseeing any 
authorizing legislation for Medicaid in 
Texas. That he had been an advocate of the 
program, a strong supporter of it. That he 
also served in a dual role of being on the 
Senate Finance Committee, which is the 
appropriate committee for financing the 
program on a biennial basis and thus had 
knowledge of the expenditures and the funding 
and the ins and outs of the program. And I 
also explained that I had worked closely with 
Senator Brooks and his committee off and on 
through the years when my roles included that 
as a responsibility. For example, when I 
worked for Governor White, when I worked on 
the Disproportionate Share Program 
development, I worked closely with him and 
then when I was special assistant to 
Lieutenant Governor Bullock, I worked very 
closely with him and his staff around all 
issues pertaining to Medicaid. 

Aside from stating that you worked closely 09 
with Senator Brodies, did you make any other 09 
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comment about your working relationship with 
him to Mr. McNeely? 

A. I'm not sure I understand the -- 

Q. Well, did you have a good -- you know, I 

understand you had a close relationship 
because you were involved in a lot of issues 
together. Was that -was that a good 
relationship, were there any problems with 
it? Did you make those kind of comments to 
Mr. McNeely? 

A. I don't believe that I really did. 

Q. Okay. Did you make any other comments to 
Mr. McNeely concerning, you know, whatever 
views or perspectives you had about Senator 
Brooks and his abilities or competency or 
anything of that nature? 

A. I said generally just the comment that he 

would be knowledgeable about the program, 
that he had participated in the program's 
development through the years and should be 
knowledgeable. 

Q. Any other comments about his competency? 

A. I don't believe so. 

Q. Okay. The next person that you mentioned -- 
well, who else dfd"you speak to? Who else 
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did you speak to Mr. McNeely about? What 
other person? 

A. Did I say Kent Caperton there? 

Q. Right. Okay. 

A. Senator -- Kent Caperton served as a Texas 

senator and served a role as chairman of the 
Senate Finance Committee and as such had 
jurisdiction over financing issues for 
Medicaid. And beyond that, I'm not aware of 
him having much to do with Medicaid, and that 
was the nature of my comment. 

Q. Did you discuss your working relationship 

with him? 

A. No, because I didn't have much of a working 

relationship with him. I worked with his 
staff, but not with Senator Caperton 
personally. 

Q. Okay. Did you make any comments about 

Senator Caperton's competency or knowledge 
concerning Medicare -- Medicaid, excuse me? 

A. Not beyond what I've already said. 

Q. Okay. Another person you mentioned was 

Mr. Suehs? 

A . Tom Suehs. 

Q. Right. What were^your comments to 
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Q- 

A. 

Q. 

A. 


Mr. McNeely concerning Mr. Suehs? 

That Mr. Suehs had been a state official for 
a number of years serving as a budget 
director for the Department of Human Services 
when Medicaid was there, that he had then 
moved over to be head of budget for the Texas 
Department of Mental Health and Mental 
Retardation for a few years and left there to 
become the head of the Texas Health Care 
Association, which is the Association of 
Nursing Home Owners for the State of Texas 
where he has been for a number of years. 

That he's very knowledgeable of the Medicaid 
program, particularly about long-term care. 
Any other statements as to Mr. Suehs' 
competency or anything of that nature? 

I think I said, like Senator Brooks, that 
he's a knowledgeable person. He knows about 
the program. 

Any criticisms that you've relayed to 
Mr. McNeely about Mr. Suehs? 

I don't believe so. 

Okay. Mr. Tonn -- Larry Tonn, is it? 

Yes, it's Larry Tonn. And I commented that 

he has been a leading local consultant with 
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regard to various health and human service 
programs in Texas and previously, a number of 
years ago, but I'm not sure exactly when, had 
worked in the rate setting part of the 
Medicaid program here in Texas and then had 
left there to go start consulting, and that 
he would be knowledgeable. 

Q. Any -- did you advise Mr. McNeely of any 

criticisms that you might have of Mr. Tonn? 

A. I only -- I think I commented that he had 

been instrumental in working with the Nursing 
Home Association to oppose a new rate setting 
methodology for nursing homes, which I had 
been a proponent of. 

Q. What was the rate setting methodology that he 

opposed and you were a proponent of? 

A. It's called Facility Specific Reimbursement 

System. 

Q. And that actually has not been implemented in 

Texas as of yet? 

A. No, it has not. 

Q. Any other comments to Mr. McNeely about 

Mr. Tonn? 

A. No. 

Q. Mr. Drobny? Was 'that -- was that another 
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• 

person you spoke to Mr. McNeely about? 

39 : 

2 

A. Yes. 


3 

Q. And what were your comments to Mr. McNeely 

09 : 

4 

concerning Mr. Drobny? 

09 

5 

A. That I had worked with John Drobny when he 

09 

6 

was serving as a consultant to the Tarrant 

09 

7 

County Hospital District a number of years 

09 

8 

ago, and I don't remember if it was four or 

09 

9 

three or five, but a handful of years ago, 

09 

10 

where he served as a managed care advisor to 

09 

11 

the Tarrant County Hospital District working 

09 

12 

with the then CEO of the hospital district, 

09 


Tim Philpot, and that I had met with John a 

09 

14 

number of times about different plans or 

09 

15 

proposals, ways that Tarrant County could 

09 

16 

shore up its relative standing with Medicaid 

09 

17 

and improve its position as a safety net 

09 

18 

hospital there in Fort Worth. 

09 

19 

Q. Any discussions concerning Mr. Drobny's 

09 

20 

competency or knowledge with respect to the 

09 

21 

Medicaid program? 

09 

22 

A. I said that he had come here from California 

09 

23 

where he had worked in managed care and that 

09 

24 

X wasn't sure if he was particularly astute 

09 

• 

about the Medicaitt*program in Texas per se. 

09 
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A. 


Q. 


A. 


Q. 


A. 


And I might have asked you this before or I 
might have skipped over it. Mr. Tonn, did 
you have any comments with -- concerning his 
competency or knowledge with respect to the 
Medicaid program? 

You asked me, and I said that he was 
knowledgeable and competent. 

Okay. Anyone else that you commented to 
Mr. McNeely about that you can, sitting here 
today, recall? 

I think the other person I named for you is 
Jack Vowell. 

Okay. And what were your comments to 
Mr. McNeely about him? 

That Jack Vowell had been a state 
representative, a major advocate of expanding 
the Medicaid program to cover more 
individuals, had been a sponsor of the 
disproportionate share legislation from the 
beginning, is a smoker, is an adamant smoker, 
and that I wasn't surprised to see him on 
that side of the list of people testifying, 
that he would be very knowledgeable about the 
program at least up until the point that he 

left the House, md that he had been a 

___________ 
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A, 

Q 

A 

Q 


_ DEANN FRIEDHOLM - By Mr. Hay _ 

supporter of the program. We worked together 
very closely throughout his years in the 
House. He also served on the House 
appropriations committee. So he also, like 
Senator Brooks, had a dual role of 
authorizing and -- authorizing law, changing 
the way the program worked, as well as coming 
up with appropriations for the program. 

Okay. Anyone else that you sitting here now 
can recall other than those six people that 
you've just gone through? 

Those are the ones I remember -- 
Okay. 

-- off the top of my head sitting here. 

All right. We started this going through 
these people based on the fact that you 
testified that one other document that you 
got from plaintiff's counsel was a list of 
experts for each side. Did you have any 
comments about the experts on the plaintiff's 
side? 

I cannot remember who the other experts are 

on the plaintiff's side. I apologize. 

Okay. Well, I won't list them all, but I'll 

give you -- I'll Ttvention in terms of the 

~~ ~ KING & FULLER 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


09:3 
09:3 
09:3 
09 : 3 
09:3 
09:3 
09:2 
09:2 
09:2 
09:2 
09:2 
09 : 2 

09:2 
09:2 
09:2 
09:2 
09:2 
0 9 : < 
09 

09 : t 
09 : < 
0 9 :^ 
0 9 : < 
0 9 : < 


http://legacy.library.ucsf.e8o^rakfe^nfl:|&30 f 0<(f5«ElJv.industrydocuments.ucsf.edu/docs/gmxl0001 









1 

2 

3 

4 

5 

e 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


_ DEANN FRIEDHOLM - By Mr. Hay _ 

Medicaid program besides yourself, Stephen 
Scarborough as one of the people identified 
as an expert for plaintiff. Did you have any 
discussion with Mr. McNeely with respect to 
Mr. Scarborough? 

A. That he was excellent. I think we had 

actually discussed Mr., Scarborough before I 
got that list as a person who would be 
helpful in the working out of the details of 
this case, actually when he was a state 
employee. 

Q. So was Mr. Scarborough suggested by you to 

Mr. McNeely as a potential expert witness? 

A. I certainly suggested him, but I was also 

told that they had already had that 
suggestion from a number of places. 

Q. Okay. How was your working relationship with 

Mr. Scarborough while both of you were 
employed by the state? 

A. How was it? 

Q. Yes. How would you describe it? 

A. Very good, collegial, positive. Sometimes we 

would differ on different aspects of the 

administration of the program, as I would 

with any person, '■and over time, over many, 

______________ 
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many years of working with Steve, found to -- 
found him to be extraordinarily bright and 
competent. 

Was there any areas in particular that there 
would be some conflict or disagreement 
between you and Mr. Scarborough concerning 
the program over the years? 

No. I mentioned that only to say that -- 
that there would be times where he would be, 
let's say making a projection about, you 
know, what would be coming up in terms of how 
a new part of the Medicaid program being 
implemented would -- would roll out, how 
quickly we would start seeing expenditures in 
that area. That's an example where he would 
be taking a very conservative role, meaning 
being concerned that we would spend a whole 
lot of money very quickly, and I would say I 
don't think it will happen that quickly 
because it takes time for people to learn 
about the program and the word to get out, et 
cetera. So those kinds of just general 
disagreements. But on a personal level, we 
worked together very, very well. 

Okay. And I appr^tiate that, but is it fair 
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to say that one area where there were 
times -- at times disagreements between you 
and Mr. Scarborough would be in the area of, 
you know, forecasting future expenditures? 

In a very specific area, perhaps. Like the 
example I just gave. 

Okay. Did that relate.to a specific program 
or change in the program? 

When the EPSDT program was implemented, the 
federal law changed and we had to make 
projections about how our implementation of 
the program would affect the budget, which 
was a primary area of Steve's 
responsibility. And it's his role to 
basically look at for the worst case scenario 
and try to make sure that we don't under 
budget, and I in that case did not think, 
based on my experience in working with 
clients and working with the program out in 
the field, that it would roll out that 
quickly or cost very much very quickly. 

That's an example of the only thing I can 
actually think of of a time when he and I 
somewhat disagreed. Again, it was collegial 
and it was a matfe't of we waited to see what 
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Q. 

A. 

Q. 

A. 

Q. 


A. 

Q. 

A. 

Q. 


would happen. 

Who was right? 

Split pretty much down the middle between the 
two of us. 

Any other documents that you received from 
plaintiff's attorney? 

I do not believe so. 

Now, you've identified -- and we'll go 
through the documents that you're relying on 
to form the basis of your opinion, so we'll 
skip over that one for the time being. And 
then how about receiving any documents or any 
documents -- strike that. 

And the other thing is the 
documents you reviewed, you've testified -- 
did you review any other documents in 
preparation for your deposition today other 
than the documents you produced in -- for 
Exhibit 2 just to prepare for your 
deposition? 

Those documents upon which I relied. 

Aside from those two groups of documents, any 
others ? 

No . 

Okay. Are there "any documents that will 
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A. 

Q- 

A. 

Q. 

A. 

Q. 

A. 


Q. 


reflect communications between you and 
plaintiff or its counsel other than the one 
retainer agreement that you mentioned 
previously? Do you have any other 
communications, written communications with 
plaintiff's counsel? 

No . 

Do you prepare any notes or memorandum or 
reports in connection with your work in this 
litigation? 

No . 

You haven't made any notes? 

Oh, I'm sorry. I misunderstood your 
question. 

You haven't made any notes with respect to 
this litigation and your work with respect to 
it? 

I have probably three pages of scribbled 
notes when I was reading other people's 
depositions. Well, actually it's one page of 
notes like that, and then the other notes 
have to do with scheduling of this deposition 
and scheduling of when we could make this 
happen this summer. 

Okay. So as you 'reviewed some of the 

__________ ““ 
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deposition transcripts, you took some notes 
on those? 

Just a few, yes. I think it's one page of 
notes . 

So other than the one page of notes and the 
couple of pages of scheduling issues 
regarding this deposition, you have not 
generated any notes with respect to the 60 or 
70 hours of work that you've done in this 
case? 

No . 

Have you prepared any kind of memorandum or 
report with respect to your work in this 
case? 

No, I have not to date. 

Have you been asked to do that? 

No . 

Have you -- do you maintain time sheets or 
any kind of ledger of the hours that you're 
putting in? 

Roughly. I have a date book that has when I 
have spent time on the case, my regular 
calendar, but I don't -- I haven't prepared 
any -- as I have already stated, I haven't 
billed yet and I'traven't prepared any time 
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sheets yet. 

How many meetings have you had with 
plaintiff's counsel with respect to this 
case ? 

Let me think. Five or six. 

And who have you been meeting with? 

I have met with Harry potter from the 
Attorney General's Office, Hugh McNeely on a 
number of occasions, Jim Hart on those same 
occasions, and John Eddie Williams once. 

And what was the sum and substance of those 
meetings? 

To one, discuss a role for me in this 
litigation, if there would be one,- and two, 
to discuss my opinions; three, to discuss 
where we were at a given time in the 
litigation given the national settlement and 
what would happen with the scheduling of this 
case and my deposition and where we were with 
the other depositions in terms of who had 
been taken, who had not been, how we were 
going to proceed, those types of discussions. 
Okay. What do you recall about the 
discussions concerning your role? 

We originally be g * an our discussions with me 
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helping as a consultant to the plaintiffs in 

3 9:4 

this case with no role beyond that, and then 

39:4 

several months later was asked if I would 


serve as an expert witness, and I agreed to 

09:5 

do so . 

09:5 

Q. When were you first approached about being a 

09:5 

consultant in this case? 

09:5 

A. I received a phone call from the attorney 

09:5 

general's office -- actually from Hugh 

09:5 

McNeely on behalf of the attorney general's 

09:5 

office shortly after the lawsuit was filed, 

09 : 5 

which at this point I can't even remember the 

09:5 

date, but it was shortly after that. And we 

09:5 

exchanged phone calls and never discussed my 

09:5 

role at that point. And then in earnest, I 

09:5 

was approached in about January of this year, 

09:5 

I believe. I don't have the exact date in my 

09:5 

mind, although I could get it for you. But 

09 : 5 

early this year a call from Harry Potter 

09:5 

about meeting with the attorneys to see if 

09:5 

this was something I could contribute to, if 

09:5 

I had time for, if I had an interest in 

09:5 

helping with. 

09:5 

Q. What discussions of your opinions do you 

09:5 

recall? What are^the substance of those? 

09:5 
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A. I met with Jim Hart and Hugh McNeely and we 

went over the kinds of things that I feel 
comfortable in saying about the Medicaid 
program based on my years of experience with 
it and general knowledge of it, and Jim 
prepared a draft of the opinions. I 
commented on those, and he finalized the -- 
we had a phone conversation about it. I 
commented on those, and then he sent -- he 
finalized the opinion. 

Q. When were those discussions? 

A. About two weeks ago, three weeks ago. Three 

weeks ago. 

Q. What discussions about -- you mentioned the 

settlement and the effect it would have on 
you and all. What do you recall about those 
discussions? 

A. They were initiated by me in each instance to 

call. I am a consultant and I have a number 
of projects that I am working on, and I did 
not understand the implications of the 
national settlement talks and what effect 
that would have on the state's going forward 
with this case and was interested in knowing 
from time to time*—what the developments were 
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with regard to whether I would continue to 
have a role or not, and if so, over what kind 
of time frame. Would it affect the date for 
the hearing -- I mean, for the trial to 
begin -- 

Q. What do you recall about those discussions? 

A. Well, after a week or so after the depo -- 

after the settlement -- excuse me -- I was 
then told that we would be proceeding, and 
shortly after that I was contacted to 
schedule a deposition. 

Q. Do you recall anything else concerning any 

discussions you had about timing of hearings 
or anything like that and the effect of 
settlement? 

A. I was given the impression that this would 

not affect the scheduled date for the trial 
to begin at the end of September. That's 
what I needed to know. 

Q. And you mentioned another item that you 

discussed with plaintiff's counsel was the 
other depositions. What specifically were 
you talking to them about? 

A. I was asking where we were, who was -- were 

they proceeding, 'who had been taken, who had 
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not been taken, and then they provided me 
with some copies of depositions which I 
reviewed. 

Q. Okay. 

A. Just to help me get a sense of, you know, 

what was happening in the case. 

Q. Were you concerned about the depositions of 

other experts? Were you asking about that? 

A. No, I didn't ask specifically. I was shown 

the list of who had been deposed and who had 
not been deposed and picked some to read. 

Q. So you were shown a list of the various 

people who had been deposed in the case and 
were given the opportunity to read any of 
those depositions? 

A. Yes. 

Q. And you selected several? 

A. Of the ones I thought might be relevant to -- 

to my areas of testimony. 

Q. Okay. And those are the ones that are 

reflected in the documents that you reviewed? 

A. Yes. 

Q. Was any video or audiotape recording of any 

meetings with plaintiff or his counsel made? 

A. No. ■ -— 
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Q. 


A. 

Q. 

A. 

Q. 

A. 


Do you have copies of any transcripts of any 
depositions or hearings that you've been 
involved in or trial testimony on any -- on 
behalf of any party? 

Could you repeat the question? Do I have 
copies ? 

Copies of any transcripts of any depositions 
or hearings or trial testimony. 

I do not personally have that. 

Would you want to take a break or are you 
okay? 

No. I have a sinus sore throat this morning, 
and so my voice is lower and hoarse, and he 
was asking if I needed a drink, but I'm 
fine. Thank you. 

MR. HAY: Well, why don't we go off 
the record while I mark a couple of -- while 
I have the court reporter mark some documents 
and we can get you some water or something if 
that helps. 

THE WITNESS: Well, I have a drink 
right here. 

MR. HAY: Okay. Will you mark that 
one as the next one? 

THE VID’EOGRAPHER : Stand by, 
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please. The time is 9:56 a.m. We're going 
off the record. 

(RECESS) 

(Deposition Exhibits Nos. 3-4 
(marked for identification. 

THE VIDEOGRAPHER: We're on the 

record. The time is 10:08 a.m. 

Q. Okay. Ms. Friedholm, during the break I was 

able to look at some of your documents that 
you had reviewed, and we had talked about 
this one before briefly, but it's the Title 
19 expenditure history list that we had 
spoken about. 

A. Uh-huh. 

Q. And when I -- since we only have one copy of 

this, we're going to have to kind of share it 
as we do this. But I would like, if you -- 
if you could, you to explain to me what some 
of the columns mean, because there's some 
terminology here that I'm not exactly 
familiar with. In looking at the second page 
of the document, first column is "Federal 
Fiscal Year," and I understand that. It's 
broken down under that column by year, fed, 
nonfed total. Wlrat is that referring to? 

— KING & FULLER 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


09:5 
09 : 5 
09 : 5 

10 : 0 
10 : 0 
10 : 0 
10 : C 
10 : C 
10 : C 
10 : C 
10 : C 
10 : C 
10 : C 
10 : C 
10 : C 
10 : C 
10 : C 
10 : C 
10 : C 
10 : C 
10 : C 
10 : C 
10 : C 


http://legacy.library.ucsf.e8o^rakfe^nfl:|&30 f 0<(f5«ElJv.industrydocuments.ucsf.edu/docs/gmxl0001 







DEANN FRIEDHOLM 


By Mr. Hay 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


A. Medicaid is a program that is financed 

through state dollars and match -- excuse 
me -- federal dollars and matching state 
dollars. Those lines indicate -- the first 
one that says "Fed" represents how much 
federal money was in the program. The second 
one says "Nonfed," and-that is the amount of 
money that the State of Texas puts up for the 
program, and the total is the sum of those 
two for each of those years. 

Q. Okay. The second column talks about grant 

benefits. Do you see that? 

A. Yes. 

Q. What is that referring to? 

A. Actual expenditures made to purchase health 

services for eligible clients, without 
administration -- without -- it's the amount 
that was actually spent for those benefits as 
opposed to these other columns that break out 
other expenditures within the programs. 

Q. Okay. Would that include the NHIC premium 

cost as well or is this just a listing of 
claims paid, the grant benefits? 

A. I'm not sure I understand your question. 

Q. As I understand iT7 NHIC pays certain 
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A. 


Q. 


A. 

Q. 

A. 


Q. 


A. 

Q. 


claims, acute care claims for the state and 
also charges a premium as part of -- as part 
of that and then charges the state the 
combination. Does this reflect the -- within 
the grant benefits are the premiums paid to 
NHIC included within that as well? 

Yes. That's the total,expenditure of the 
state for benefits. 

Okay. Which would include in some cases, for 
example, in nursing homes where the state 
pays it directly, the nursing home claims in 
the acute care area, whatever is paid NHIC; 
is that correct? 

Yes . 

Okay. Now, the Dispro number that's referred 
to here, what does that reflect? 

The state Disproportionate Share Program 
broke out -- broken out separate from those 
other columns. 

Okay. And that obviously started in 1987. 
There's a footnote here that says that the 
'86 payments were included in fiscal year 
'87. That's the first year for the Dispro? 
Yes . 

And the next coliTmn talks about 
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A, 

Q. 

A. 

Q 


A 

Q 


administration. Do you see that? 

Yes . 

What's included within that column? 

The administrative costs for the program. 

Is that both the administrative costs paid 
NHIC and incurred by the state or just the 
state's incurred administrative cost? 

I'm not positive. 

You're not sure whether NHIC's administrative 
cost is included in that one? 

I don't remember if it's included in that or 
not . 

Okay. And survey and certification, the next 
column, what does that mean? 

That's expenditures for survey and 
certification as required by the federal 
government. 

Can you explain what expenditures for survey 
and certification are? 

It has to do with the state's review of 

nursing homes and -- and homes for 

individuals with mental retardation. 

Medicaid reimburses part of those expenses. 

When a nursing home gets certified, the -- 

the cost of doincj^'that by the state is 

___________ " “ 
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included in the Medicaid numbers? 

A. The state plays a role of reviewing nursing 

homes on an annual basis and to check for 
compliance and to certify that they are in 
compliance, and that is reimbursed as a 
percentage as it reflects the number of 
people in Medicaid in that home. 

Q. Okay. What's the purpose of the 

certification? 

A. To make sure they are in compliance with the 

basic requirements or mandates of the 
Medicaid program if they are to have Medicaid 
patients in them. 

Q. Okay. Any other certification other than 

nursing home certification? 

A. Homes for mentally retarded persons, and 

those are the only two, I believe, that are 
in that line. 

Q. What's the survey? It refers to survey and 

certification. What's the survey portion? 

A. Survey is the act of going out and doing the 

review. It's just the phrase that's used, 
survey and certification. 

Q. Okay. And there's a reference here to a last 

update. Do you know what that is -- what the 
____________ — _ 
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A. 

Q. 

A. 

Q. 

A. 

Q. 


A. 


meaning of that is? 

May I? 

Sure (indicating). 

I believe that notation refers to the date of 
this document. 

When this document was printed out? 

I believe so. 

And that is 11-16-96, it looks like -- or 
11-15-96, I guess it is. The portion that 
talks about nonfederal monies here, there's 
federal, nonfederal and total. Does the 
nonfederal -- is that both state and local or 
is it only state? 

It includes any matching funds generated for 
the program from any source that the state is 
allowed to use as matching funds. So it 
would in this case include, for example, some 
local funds as it pertains to 
disproportionate share and some allowable 
expenditures by hospitals to pay for an 
eligibility worker to be stationed at their 
hospital. They're called outstation workers, 
in which case the hospital actually puts up 
the state's share of the administrative costs 
of that person. 'And that's a legal 
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1 

expenditure under federal law. So those are 

10 : 1 

2 

the ones that I can think of that go into 

10 : 1 

3 

nonf ederal. 

10 : 1 

4 

Q. Okay. But -- 

10:1 

5 

A. But they're put up as part of the state match 

10:1 

6 

for the federal dollars. 

10 : 1 

7 

Q. Okay. And aside from the Dispro and the 

10 : 1 

8 

eligibility worker that the hospital is 

10 : 1 

9 

paying for, do you -- can you sitting here 

10 : 1 

10 

today know of any other local monies used 

10 : 1 

11 

to -- used for the state match? 

10:1 

12 

A. No. Do you mean at this time? I want to 

10:1 

13 

clarify my answer. Do you mean at this time 

10 : 1 

14 

or ever? 

10:1 

15 

Q. Ever, since it deals from '70 to the 

10:1 

16 

present. 

10:1 

17 

A. There was a period of time for a couple of 

10:1 

18 

years where private hospital funds were taxed 

10 : 1 

19 

and used as part of the match from 

10:1 

20 

disproportionate -- excuse me -- 

10 : 1 

21 

disproportionate share payments, I think two 

10:1 

22 

years. 

10 : 1 

23 

Q. Do you know what years that was? 

10:1 

24 

A. Not off the top of my head. 

10:1 

25 

Q. Okay. But for thtree two years, the -- just 

10 : : 
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A. 

Q. 

A. 

Q. 


A. 

Q. 


so I understand it, the hospitals were taxed 
some amount of money that basically was 
utilized for the state's portion of the 
Dispro program? 

Yes . 

Let me show you what's been marked as Exhibit 
3 to your deposition and ask if you've seen 
that before. 

Yes . 

Can you — for the record, Exhibit 3 appears 
to be a letter to Thomas Stoever that relates 
to under the case management order, the list 
of your -- includes the list of your 
opinions, cases that you've testified in in 
the last four years and the documents that 
you may or will rely on to form your 
opinions. Is that an accurate statement of 
what it 
Yes. Yes. 

Okay. Let me first start with the documents 
that you may or will rely on to form the 
opinions that you intend to offer at trial. 
The letter which is dated August 1st, 1997, 
lists five documents described as documents 
previously disclo'&ed, and then it goes on to 
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A, 

Q 


A, 

Q 


A. 

Q 


A 

Q 


A, 

Q 


list three other documents, documents not yet 
disclosed. Do you see that? 

Yes . 

Is that the sum total of the documents that 
you intend to rely on for your opinions that 
you intend to offer at trial? 

Yes . 


Have you asked 

to obtain 

or 

look at 

any 

other 

documents that 

you feel 

you 

need to 

render 

your opinions 

in this case? 




No . 






Did you review 

- - do you 

intend to 

rely 

on 


any kind of publicly available document or 
any document on the Internet or anything else 
other than what is listed on -- for these 
eight documents here? 

I'm sorry. Would you say that again? 

Have you -- do you intend to rely on any kind 
of publicly available document or any other 
document other than the eight documents that 
are listed in this letter? 

No . 

Did you review the damage models that have 
been submitted by plaintiff in this case? 

No . '— 
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Q. Do you intend to render any opinions or rely 
on those in rendering your opinions in this 
case ? 

A. No. 

Q. I'm sorry. No? 

A. No. 

Q. Okay. We'll go through your -- your 

documents in a couple of minutes, but let 
me -- let me move on to the next page, which 
talks about publications by you. And my 
question simply is, is this a list of all the 
publications that you've been involved in -- 
or authored, I should say? 

A. Yes. 

Q. Okay. So this is a complete and accurate 

list of your publications? 

A. Yes. 

Q. The next page talks about prior testimony 

since 1994. Do you see that? 

A. Yes. 

Q. Let's talk about those a little bit. The 

first one listed, can you state the title for 

the record and kind of give us a summary of 
what was involved in the case? 

A. The title is Woo dire Vernon Kageler, M.D., 
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Lubbock County Hospital District and Tarrant 
County Hospital District versus Michael 
McKinney, Cause No. 96-07549 in District 
Court, Travis County, Texas, 53rd Judicial 
District. The subject of this case was a 
suit brought by the named plaintiffs against 
the state in an attempt to stop the 
implementation of managed care in Lubbock and 
Tarrant County for the Medicaid program. 

Okay. And your testimony in that case, was 
that deposition or trial testimony? 

Trial testimony. 

Were you also deposed in the case? 

No, I was not. 

Okay. And what was -- what was the sum and 

substance of your trial testimony? 

I testified as a fact witness to the 

development and implementation of legislation 

in 1995 which led to new programs that the 

state was in the process of trying to 

implement and how those programs were to 

interact with the managed care rollout that 

affected Lubbock County and Tarrant County, 

so I testified on my role as the state 

Medicaid director^uring all those 
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developments. 

Okay. And what was the sum and substance of 
your testimony, if you can recall? 

Well, it's pretty complicated, but basically 
that the intent of the -- not the intent of 
the legislature, but that the rollout of the 
managed care projects that did not include 
expanded eligibility for new recipients was 
to go forward whether or not we got that 
expansion. The plaintiffs were arguing that 
managed care should not be implemented until 
the state had successfully received the right 
to expand coverage which would have given 
them a special position in the implementation 
of the program. The state had not received 
that approval, and so they were trying to 
stop managed care for that -- until the 
expansion approval had been granted. 

And I testified to the development 
of those proposals and how the time frames 
were anticipated to work for all of those 
different projects going on at the same time 
and that we had always intended to proceed 
with managed care whether we got the 
expansion approVa'i"or not. 
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Q* 

A. 


Q. 


A* 


Q. 


A. 


_ DEANN FRIEDHOLM - By Mr . Hay __ 

District of Texas. I gave a deposition in 
this case. 

What was the nature of the case? 

The case was a class action lawsuit brought 
against the State of Texas for the 
plaintiffs' perception that we were not 
implementing -- the State of Texas was not 
implementing the EPSDT program for children 
in a timely manner and in a manner that met 
the standards of the federal government. 

And what was the nature of your deposition 
testimony? 

I was a fact witness again as the Medicaid 
director to speak to the plans of the State 
of Texas for fully implementing and meeting 
the goals of the EPSDT program. 

And what was the nature of your testimony, 
the substance of it as you -- what did you 
say in response to the claim? 

There were a number of issues to be 
determined in this case and one of them had 
to do with whether the federal requirements 
were requirements as in you must do this or 
you will not receive funding or whether they 
were goals. You ■'B'hould do what you can the 
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Q. 

A. 


best you can to meet those goals. But it was 
instrumental in this case as to whether or 
not the state would be held responsible for 
not having met actual requirements and 
therefore lose federal funds. I testified as 
to the meetings and discussion that I had 
attended with the federal government and with 
other Medicaid directors about what those 
were and how we perceived them all to be and 
the state's plans for actually implementing 
EPSDT new requirements. 

Secondly, the other major issue 
area was the plaintiffs believed that there 
were certain responsibilities the state had 
to perform in Order to meet those, whether 
they were goals or requirements, and I 
testified -- or I was deposed to explain 
those as a fact witness from the state's 
point of view what they thought those 
requirements were and why we did not 
Implement the kinds of procedures that the 
plaintiffs had wanted. 

What was the resolution of the case? 

The state settled with them -- with the 
plaintiffs, so itMiever went to trial. 
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Was it -- was it the state's position that 


the -- in your terms, that it wasn't 
requirements, but instead were goals by the 
state in implementing the new federal 
program, or was it the state's position that 
it was actually requirements that they had to 
comply with? 

It was the state's position that those were 
goals established for states to move towards 
as quickly as feasible. 

And as I understand your prior testimony, you 
don't have a copy of your deposition 
testimony in that case? 


Were there any other instances where you 
testified prior to 1994? 

My deposition was taken one other time, I 
believe it was 1991, in a case against the 
University of Texas System brought by a 
private consultant. 

What was the nature of the case? 

The consultant was charging that the 
University of Texas System had not met the 
terms of their contract. 

Well, was this air~employment dispute? 
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A. 


Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 


What -- can you give me a little more -- 
just so I understand what -- 

The -- the consultant had an agreement or a 
contract with the state to help the 
University of Texas System receive additional 
Medicaid matching funds, and the issue was 
whether he had delivered something of value 
to the University of Texas System. I was 
deposed as a fact witness because I had been 
involved in the development of legislation 
that resulted from that. 

How would the University of Texas get 
Medicaid matching funds? 

Through its medical schools, teaching 
hospital, M.D. Anderson -- M.D. Anderson 
Cancer Center. 

And who was the consultant, do you recall? 

I don't recall the person's name. It was 
something like American Health Care 
Consultant s. 

Do you know where the -- where the case was 
brought, federal court or state court? 

No, I don't. I don't remember. 

Any other instance where you've testified 
either at trial oT'deposition? 
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A. 

Q. 

A. 

Q. 

A. 

Q. 


A. 

Q. 


No . 

Let me show you what's been marked as Exhibit 
4 and ask you to take a look at that and ask 
you to identify that for the record. 

Exhibit 4 is a copy of one of my recent 
resumes. I believe it's my most recent 
resume. 

Can you review it quickly and just attest 
whether it's accurate or not, to the best of 
your knowledge? 

It appears to be the resume that I prepared, 
yes. It seems to be accurate. 

Let me just ask you, on this Exhibit 4 where 
the second bullet point under Texas Medicaid 
director deputy commissioner 1993 to 
September 1995, it talks about published 
"Medicaid in Perspective," which you've 
identified previously on your disclosure as 
one of the publications. It also says, "Also 
published 'Prescription for Change' used by 
Texas legislature to pass major Medicaid 
reforms, SB-10." Do you see that? 

Yes . 

Is "Prescription for Change" something -- 
should that be added to your list of 
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• 

publications? 

10 : 3 

2 

A. I did not write any -- I did not personally 

10 : 3 

3 

write any of the parts of "Prescription for 

10 : 3 

4 

Change," and thus I did not list it as 

10 : 3 

5 

something I co-authored. It was developed 

10 : 3 

6 

under my guidance by my staff. So I did not 

10 : 3 

7 

consider that to be something I had authored, 

10 : 3 

8 

actually written parts of. And that's the 

10 : 3 

9 

distinction. 

10 : 3 

10 

Q. Okay. Can you describe for us what your 

10 : 3 

11 

involvement for -- with "Prescription for 

10 : 3 

12 

Change" was? If you didn't author it. 

10:1 

• 

what -- 

10 : : 

14 

A. I - - 


15 

Q. -- did you do with respect to it? 

10 : 3 

16 

A. I was charged by the legislature as Medicaid 

10:3 

17 

director to develop options for changes and 

10 : 3 

18 

improvements in the Medicaid program, 

10 : 3 

19 

particularly in response to the large growth 

10:3 

20 

of the program over the previous years, and 

10 : 3 

21 

my staff worked with three legislative 

10:3 

22 

committees and did a year's study and review. 

10:3 

23 

and "Prescription for Change" was the 

10 : 3 

24 

summation of my office's work to provide 

10 : 3 


options to the legislature for changes in the 

10:3 
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A. 

Q. 

A 

Q 


Medicaid program in Texas. 

Did you review it for its accuracy when it 
was completed? 

Yes . 

Okay. And do you stand by it in terms of its 
accuracy and the facts stated in that? 

Yes, I do. 

Do you agree with the various positions that 
were espoused in that document? 

I can't make a blanket statement. Our charge 
was to develop a wide range of options for 
the legislature to consider, and I would have 
to go through that point by point and 
describe which ones I thought were viable or 
not viable or feasible or not feasible, 
because it's a document of choices for 
consideration. 

Okay. Aside from the options that are stated 
in it which, you know -- and maybe we will go 
through option by option and talk about 
those, but aside from those, to the extent 
there are other statements in it that don't 
necessarily relate to options but are 
either -- you know, characterize the 
Medicaid system orr-criticize it in some 

KING & FULLER 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


10 : 3 
10 : 3 
10 : 3 
10 : 3 
10 : 3 
10 : 2 
10 : 2 
10 : 2 
10 : 2 
10 : 2 
10 : 2 
10 : 2 
10 : : 
10:2 
10 : 2 
10:2 
10:2 
10:2 
10:2 
10 : 2 
10:2 
10 : 2 
10 : 2 
10 : 2 
10:2 


http://legacy.library.ucsf.e8o^rotfe^nfl|580 f Q<(fsrelJv.industrydocuments.ucsf.edu/docs/gmxl0001 






DEANN FRIEDHOLM - By Mr. Hay 
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cases, would you stand by those opinions as 

L0 : 3 

2 

well? 

L0 : 3 

3 

A. Generally, I stand by the document. I would 

10 : 3 

4 

want to see -- You know, I would want to 

10 : 3 

5 

respond to specific pieces therein. 

10 : 3 

6 

Q. Well, let me ask you this: Was there any 

10:3 

7 

criticism included in the document or 


8 

statements included in the document that you 

10 : : 

9 

flat out disagreed with that you can recall? 

10 : : 

10 

A. X can't recall at this time. 

10 : : 

11 

Q. Okay. Let me ask you about your current 


12 

position as an independent consultant from 

10 : : 

m 

November 1995 to the present. Can you kind 

10 : : 

9 

of describe for me what kind of consulting 


15 

work you've been doing and who you've been 


16 

doing it for? 

10 : : 

17 

A. I will attempt to. I have worked as a 

10 : : 

18 

self-employed consultant since about November 

10 : : 

19 

of 1995 working with entities or businesses 

10 : : 

20 

or governments on their interests, helping 

10:1 

21 

them with any interests that they have with 

10 : : 

22 

regard to the Medicaid program either in 

10 : : 

23 

Texas or in some cases in other parts of the 

10 : : 

24 

country. And I have been hired to do that 

10 : : 

2 5 

work based on my 'knowledge of the program. 

10 : : 
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Q. 


A. 

Q. 

A. 


Q. 


A. 


Okay. Let's get a little more specific. You 
mentioned you have been hired by some 
business entities regarding Medicaid programs 
either in Texas or around the country? 

Uh-huh. 

What specifically -- well, who has hired you 
and what specifically have they hired you to 
do? 

Okay. For example, as listed there, it says 
the Texas Hospital System. In November of 
1995, I was contracted with to spend a number 
of days working with the staff of the Lubbock 
Memorial -- Lubbock Methodist Memorial Center 
to review their plans for preparing for 
Medicaid managed care when it would be 
implemented in Lubbock and to see if there 
were any areas that they were overlooking or 
perhaps not paying attention to for them to 
be positioned strategically to compete well 
for that contract as a provider in the 
Medicaid system. 

So this was -- what was the name of the 
client again? I'm sorry. Lubbock -- 
Lubbock Methodist Memorial, I believe it's 
called. ' 
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Q. And they wanted to be involved in the 

Medicaid managed care program and you were 
assisting them in strategies to position them 
to -- to be a provider? 

A. Yes. 

Q. Okay. And is that ongoing? 

A. No. 

Q. Okay. 


10 

10 

10 

10 

10 

10 

10 


Q. 

A. 

Q- 

A . 

Q. 

A. 


That was one limited contract of a number of 
days for the purposes of my reviewing their 
work to date and giving them suggestions and 
advice on how to organize to get ready for 
managed care. It ended in November. 

Okay. 

Perhaps December. 

Of '95? 

Yes . 

Okay. What other clients have you been 
working for? 

The private managed care HMO listed as the 

second entity is a group out of Virginia 

Beach, Virginia, named Americaid. It's a 

privately-owned HMO established in a number 

of states, and I have been working with them 

since January of "*■"96 on the development of 

_. KING & FULLER ~ 
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1 

that company. It's a small start-up company 

L0 : 4 

2 

now in, I think, four states, including 

L0 : 4 

3 

Texas. And I helped them with the 

10 : 4 

4 

preparation of their request for proposal to 

10 : 4 

5 

be a provider, HMO in Medicaid in Tarrant 

10 : 4 

6 

County and Bexar County. 

10 : 4 

7 

Q. Okay. When you referred to private managed 

10 : 4 

8 

care HMO, you're talking about a company that 

10:4 

9 

does HMO work on the private side, as opposed 

10:4 

10 

to the Medicaid side? 

10 : 4 

11 

A. I'm sorry. When I used the term "private" 

10 : 4 

12 

then, it was in reference to the fact that it 

10 : 4 

13 

is a privately-held company for profit. 

10:4 

14 

Q. Okay. And -- but your work for them is with 

10:4 

15 

respect to the Texas managed care HMO 

10 : 4 

16 

project, if you will. 

10 : 4 

17 

A. Primarily, but not exclusively. I've also 

10 : 4 

18 

reviewed some of their plans and proposals 

10:4 

19 

and helped with identifying federal rules and 

10:4 

20 

laws that they needed to understand for their 

10 : 4 

21 

developments in other parts of the country. 

10 : 4 

22 

Q. Is that for -- when you say "development in 

10:4 

23 

other parts of the country," is that 

10 : 4 

24 

managed -- Medicaid managed care in other 

10 : 4 

25 

parts of the country? 

10 : 4 
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A. 

Yes. Excu 

se me . 


10 : 4 

Q. 

Okay. 




A. 

That's all 

they do. 


10 : 4 

Q. 

That's all 

they do. Okay. 


10 : 4 

A. 

That's all 

I have to do with 

them. 

10 : 4 

Q- 

Al1 right. 

What other states 

besides 

10:4 


Virginia -- or besides.Texas, I should say, 
are they involved in? 

A. Illinois, New Jersey and Georgia. 

Q. And you said this was a start-up company? 

A. Yes, in the last year or two. I started work 

with them in January of '96. They were 
relatively new at that point, and it was just 
starting operations in New Jersey at that 
point, so a relatively new program -- 
company. 

Q. Okay. What are you doing with respect to the 

managed care, the Medicaid managed care 
program in Texas for Americaid? 

A. I help them develop their request for 

proposal for Tarrant and Bexar Counties. I 
review state requirements as managed care is 
being implemented, clarify issues, problems, 
represent them in meetings with the Texas 
Department of Health, work in Houston to 
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develop provider partners in Houston in the 
network, groups that I have worked with 
through the years. 

Q. When you say "develop provider partners," 

you're talking about the HMO actually signing 
up providers to accomplish their -- or to 
work with them within their HMO? 

A. Yes. 

Q. Were they successful in their request for 

proposal? 

A. In Tarrant County, yes; in Bexar County, no; 

and in Harris County, yes. I failed to 
mention the Harris County project, which is 
being developed right now. 

Q. Do you know why they were not successful in 

that one county, Bexar County? 

A. In Bexar County, which is San Antonio, they 

came in fourth, and three HMOs were chosen. 
They missed by a couple of points. 

Q. Do you know how many HMOs submitted proposals 

in that county? 

A. 10 . 

Q. Harris County, you said they were successful? 

A. Yes . 

Q. How many HMOs were*selected for Harris 
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County? 

There will be seven HMOs competing for the 
Harris County project. Seven were selected. 
So seven submitted proposals and seven were 
accepted? 

No, I'm sorry. I believe 14 submitted 
proposals. Six were accepted and then the 
legislature included the Harris County 
hospital district's HMO as a provider after 
the fact. 

Okay. When is that Harris County HMO program 
set to go on line? 

I believe November 1. 

Of this year? 

Yes. The date has changed a number of 
times. I believe it's November 1. 

Okay. And what was the other county that you 
mentioned this company was involved in? 
Tarrant. 

Tarrant. Right. 

T-a-r-r-a-n-t. 

And how many HMOs submitted requests for 
proposals and submitted proposals in that 
county? 

I'm not positive 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 


A. 


Q. 

A. 

Q. 


Approximately? 

Six. 

And how many were accepted? 

Four. 

Of which your client was one of them? 

Yes . 

And when are they -- when was that project 
supposed to roll out? 

Last year. 

Last year. Okay. 

In September, I believe. 

Okay. Have you talked to Americaid about any 
other counties that may be -- may be coming 
on line that they would want to get involved 
in other than the three that you mentioned? 
The State of Texas has an implementation plan 
that lays out over a number of years the 
various areas for being brought into managed 
care over the next two or three years, and 
they have plans, I'm sure, in all of those 
areas. 

Americaid has plans in all those areas? 

Yes . 

Okay. Have you spoken to them about 

assisting them irr—submitting requests for 

~ ~~ KING & FULLER 
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A. 

Q 


Q 


A 

Q 


A 

Q 


proposals or actually submitting proposals 
with respect to those other counties as they 
come out? 

Not yet. 

Okay. Why not yet? Is there no county in 
the immediate future coming out, other than 
Harris County in October that's already been 
selected? 

No, that's not why. As I said, there's an 
implementation plan for the next ones to come 
out starting, I think, next year. I just 
haven't talked with them about it yet. 

Okay. So to your knowledge, the 
implementation plan doesn't have any other 
counties coming on line until next year? 

That's correct. 

Okay. In assisting this client in developing 
provider partners for their HMO, you told us 
that what you would do is based on, I gather, 
some contacts that you've had from the past, 
talked to various providers about joining 
that HMO group? Is that basically what you 
were doing? 

Basically, yes. 

Okay. What types"-of providers are we talking 

- KING & FULLER 
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A. 


Q. 


A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 


about? 

Generally those providers who have been 
Medicaid providers in the past or have a very 
active role in the neighborhoods where 
Medicaid patients live. 

In submitting the proposals -- and let's use 
Harris County as an example -- that was 
eventually accepted for participation in the 
Harris County HMO project, did your client 
have to identify the number of provider 
partners that they had? 

Yes . 

Okay. Do you recall how many they did -- how 
many provider partners they indicated? 

Not a specific number. 

Was there a minimum requirement of provider 
partners that have to be -- that had to be 
included in the proposal? 

Yes . 

And what was that? 

It's based on the standard that is part of 
the federal waiver requirements. In other 
words, the state has to meet all of these 
requirements in order to get a waiver to do 
managed care from—the federal government, and 
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Q. 

A. 


that is a 30-mile, 45-minute standard for -- 
from where the recipient would be going to 
get care. In other words, depending on the 
disbursement of the client population across 
an area, you have to have a provider base 
that is sufficient that the individual can 
see a provider within 30 minutes -- in terms 
of travel time, 30 minutes or 45 miles. 

And it -- and you just have to have one 
provider that does that? 

You have to show capacity with a standard of 
1500 clients maximum per -- per provider. So 
if you had an area that had 10,000 clients -- 
what would that be -- you would need to have 
about seven providers. 

Okay. 

These are all standards established that the 
state has to show in detail, and that's to 
get an application approved. The HMOs have 
to show in detail that they meet all of those 
requirements. 

Do you know of the 14 submittals in Harris 
County whether any of the HMOs were unable to 
show that, the requisite number of provider 
partners? 

KING & fuller 
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A. 

Q. 


A. 

Q. 


A. 

Q. 

A. 

Q. 

A. 


Q. 

A. 

Q. 


No, I have no idea. 

When you were lining up provider partners for 
your client, did you have any difficulty 
identifying the provider partners in each of 
those three counties that -- sufficient to 
submit the proposal? 

I'm not sure -- identify them? 

Yes. I mean, was it a problem for you to 
assist your client in identifying the 
provider partners for each of those HMO 
proj ects? 

No . 

Anything else you do for Americaid? Is it 
Americaid? Is that the name of it? 

Yes . 

Other than what we've talked about? 

During the legislative session, I monitored 
legislation and how it would affect us, 
affect Americaid. 

Anything else? 

No . 

What other clients do you have -- do you want 

to go down the list? Well, do you represent 

any other private managed care HMOs other 

than Americaid? 

' KING & FULLER 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


http://legacy.library.ucsf.e8o^rafcfe^n(tt|&3fyO<(f5«ElJv.industrydocuments.ucsf.edu/docs/gmxl0001 


10:5 
10 : 5 
10 : 5 
10 : 5 
10 : 5 
10 : 5 
10 : 5 
10 : E 
10 : E 
10 : E 
10 : E 
10 : E 
10 : E 
10 : E 
10 : E 
10 : E 
10 : E 
10 : E 
10 : E 
10 : E 
10 : E 
10 : E 
10 : E 
10 : E 
10 : E 









DEANN FRIEDHOLM - By Mr. Hay 


73 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


A. No, no. 

Q. Service Employees Union on home care services 

in U.S.? 

A. That was a contract I had in 1996, working 

with the national office in Washington, D.C., 
to help them develop plans -- help them 
gather information and, develop plans for 
potential organizing of service employees in 
various parts of the country. 

Q. Is this for Medicaid plans or is this -- 

A. Yes. 

Q. Okay. So this is an office out of 

Washington, you said? 

A. The Service Employees national office, which 

is based in Washington, D.C. 

Q. And you were -- you were to assist them in 

Texas with respect to home care services for 
the Medicaid program? 

A. No, I did nothing in Texas for them. They 

targeted about half of the states and I 
worked with some of their staff to develop 
survey information and then to carry out 
information gathering about what states were 
doing with regard to home care programs 
through Medicaid "or other state-funded 
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A. 

Q. 

A. 


indigent health care, financing systems and 
public policy, the ethical dilemmas behind 
public policy decisions and the structure of 
services for uninsured and indigent patients 
in America, with a focus on Texas. 

Okay. Can you briefly summarize what the 
ethical considerations, are that you discussed 
in your class? 

No . 

Can you at least summarize and give me some 
understanding as to some of the issues that 
your class addressed? 

Yes. We -- the course included a history of 
medical care services in United States of 
America, how they have developed and how 
they've been paid for, because America is the 
only industrialized nation that does not have 
some kind of national minimal coverage system 
for all individuals, and people who work in 
health care, whether they are a physician or 
work on the public policy side constantly 
confront many dilemmas as to who should pay 
for and how should those services be 
delivered. And we studied that and then 
specifically looked at what happens in Texas 
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A 

Q 


A 
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to individuals who are uninsured and without 
personal resources to be able to afford 
health care, where do they go, how are they 
served, how is that financed, what has 
happened to that system in the last few 
years, and did a number of major readings to 
support all of that study, but the historical 
nature as well as currently. And then 
students surveyed actual practitioners out in 
different communities across the state to 
give them exposure to people who deal on a 
day-to-day basis with these issues. 

Was there any kind of course materials or 
plan that you had with respect to this 
course ? 

Yes. There's a syllabus, course syllabus. 

And did that indicate that -- you mentioned 
the readings to support the history, et 
cetera? 

Yes, it -- yes. 

Okay. How about in terms of your lectures? 
Did you have -- or did you have lectures, and 
if so, did you have any kind of work plan in 
terms of what was included in those lectures? 
The course was primarily -- I co-taught it 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 


A. 


with a tenured professor there at the 
institute. He and I traded off each week, 
but the method of the teaching was 
predominantly Socratic in the sense of giving 
the readings, here are a few questions, let's 
talk -- you know, let's work these through in 
terms of the implications with this class. 

We also had speakers come in frequently to 
share their perspectives with the students. 
Did the syllabus indicate what speakers came 
in? 

I believe it does. 

Who did you co-teach with? 

Thomas Cole. 

And you said he's a tenured professor at -- 
Yes . 

-- University of Texas? 

Medical Branch at Galveston. 

Galveston. Okay. Do you still have a copy 
of the syllabus? 

I believe I probably do, yes. 

Okay. 

MR. HAY: Well, I'll call for the 

production of that. 

Okay. ~ 
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Any other -- strike that. 

Were any of the classes or lectures 
pursuant -- as part of this class either 
audio or videotaped? 


Recorded in any fashion? 

Not to my knowledge. 

Okay. What other clients have you had as an 
independent consultant? 

The reference to being a subcontractor on 
other states' Medicaid reform initiatives, I 
worked with the State of Ohio last year as a 
subcontractor to Lewin on developing an Ohio 
version of Texas -- of Medicaid in 
Perspective, which they needed to use to go 
through the process of looking at Medicaid 
reforms in Ohio. And the state wanted to 
produce a similar document for Ohio, and I 
reviewed their documents as it -- as it 
was -- as it evolved. 

In addition to reviewing their document, did 

you do anything to familiarize yourself with 

the Ohio Medicaid program? 

No, not beyond reviewing the document. 

Okay. Any other "VOrk with any other state, 

___________ 
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A. 

Q. 

A. 


Q. 

A. 

Q. 

A. 


Q. 


Medicaid reform initiatives? 

No . 

And you list the March of Dimes and 
Children's Hospital Association? 

Yes. I served as a lobbyist for the March of 
Dimes. My title is government affairs, 
during the Texas legislative session of 1997, 
and I also worked with, although I didn't 
really lobby for, but I advised and worked 
with the Children's Hospital Association. 

Both of those groups supported some major 
child health care initiatives in this last 
session, and I represented them and helped 
them try to effectively influence their -- 
the legislature to pass those initiatives. 

And were those initiatives passed? 

Yes . 

Which initiatives? 

The development of Texas Healthy Kids 
Corporation. The statewide implementation of 
a birth defects surveillance system. Those 
are the major two. 

As part of your work in -- for the March of 

Dimes and the Children's Hospital 

Association, did 'y©u generate any kind of 
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report or memorandum supporting your efforts 
or relating to your efforts? 

Summaries and descriptions of legislation as 
it was moving through the process, yes. 

What about either arguments or positions 
that -- in favor of any particular 
initiative? Did you have like position 
papers or anything like that? 

I don't recall doing position papers. In 
some of the descriptions of the legislation, 

I might have put arguments for or against, 
but they were reports to the March of Dimes 
membership across the State of Texas on where 
we were, what was happening, what they could 
do to work in their communities or to talk to 
their legislators about the legislation. So 
I'm sure I prepared comments for them to 
make, pros and cons. 

Any other consulting work that you've been 
involved in? 

I guess since I developed this, I am serving 
as a consultant facilitator to the City of 
Austin, which owns its own hospital and its 
own indigent health care clinics and 
currently administrers those, and I am being 


KING & FULLER 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


//legacy.library.ucsf.eSoilrakfe^nltti&afyOAfsnEW/.industrydocuments.ucsf.edu/docs/gmxl0001 



DEANN FRIEDHOLM - By Mr. Ha' 


the facilitator to a citizen work group task 
force appointed by the city council and the 
county commissioners court here in Travis 
County to look at the future of those 
clinics' operations, and particularly because 
changes in Medicaid are anticipated which may 
reduce their revenue base at a time when the 
demand -- the growing demand of indigent 
population growth is growing in demand. I'm 
sorry. That was a convoluted sentence. The 
numbers of uninsured individuals are 
increasing and seeking services at a time 
when they may be facing some revenue 
reductions or at least a lack of growth in 
revenues from Medicaid. 

What's the reason for the revenue reductions? 
There are two primary. One is the 
implementation of Medicaid managed care in 
Austin and the surrounding counties. And the 
second is ongoing proposals at the federal 
level to change the way that these clinics 
are reimbursed under Medicaid to a less 
favorable method of reimbursement so that 
their reimbursement would be reduced. 

How does the implementation of Medicaid 


KING & FULLER 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


//legacyJibrary.ucsf.eSo^rakfe^nOi&aQQAfsrztt/.industrydocuments. ucsf.edu/docs/gmxl0001 



DEANN FRIEDHOLM - By Mr. Ha' 


managed care affect these clinics? 


The competition for Medicaid clients has 
increased, and many Medicaid clients have 
chosen to go with HMOs that do not send 
clients their way towards the clinics. 

So the patients are still being seen; they're 
just going somewhere else? 

Correct. 

Okay. And the change in the way that these 
clinics are reimbursed, what's the proposed 
change? 

Briefly, for a number of years, clinics that 
qualify as federally qualified health centers 
under Medicaid and Medicare law receive 
cost-based reimbursement, so they file a cost 
report as to what it costs to do certain 
things and that -- for their Medicaid patient 
in this case, and the state must pay them 
that cost because they have met the 
qualifications of being a federally qualified 
health center. There have been through the 
years -- a number of years proposals starting 
with the National Governor's Association and 
continuing now with looks at ways to reduce 
Medicaid spendincf~'Which proposed that these 
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clinics no longer receive cost-based 
reimbursement, but must receive the same 
reimbursement as any other clinic or provider 
of the same service. 

So to the extent this clinic is basically -- 
you know, does outpatient physician type 



work, they would be compensated just as every 
other outpatient physician work would be -- 
in the Medicaid program would be compensated? 
Yes, and that's anticipated to happen. 

Any other work -- consulting work that you've 
been involved in? 

I have been consulting with Lockheed Martin 
IMS as a person who reviews potential new 
business developments in their government and 
social services division. Conducts reviews 


and assessments of potential new business 


opportunities for them. 


11 :C 


Any opportunities with respect to the 


11 : ( 


Medicaid -- Texas Medicaid system that you've 
been involved in? 

No. I'm not working on anything in Texas 
right now for Lockheed. 

Have you at any time? 
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addresses expert disclosure statement and 
expert opinions, which is the last two pages 
of the exhibit. Okay. Do you see that? 

A. Yes. 

Q. I believe you told me previously that you got 

a draft of this from Mr. Hart, your attorney, 
and made some comments.and then changes were 
made and you reviewed it again; is that 
correct ? 

A. Yes. Yes, sir. 

Q. Do you recall what changes were made? 

A. No, I do not. It was minor and I do not 

recall right now what it was. 

Q. Do you recall whether or not you have 

retained a copy of that draft? 

A. I did not. 

Q. And the changes you made, were they verbal or 

were they in writing? 

A. I remember now what it was. 

Q. Okay. 

A. The statement of years worked in the first 

paragraph were incorrect. I don't remember 
what the numbers were, but I corrected it to 
two and 10. 

Q. So two years for ’the federal government and 
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_ DEANN FRIEDHOLM - By Mr. Hay _ 

for the State of Texas for over 10 years, 
that's a correction? 

A. That was one of the corrections. I don't 
think there were any other corrections. 

Q. Okay. Let me give you an opportunity to read 

through this disclosure statement and 
statement of expert opinions because what I'd 
like to ask you is that if -- is this a 
complete and accurate statement of your 
expected testimony? 

A. Yes, it does. 

Q. Okay. Are there any other opinions that you 

anticipate giving at trial that are not 
included in this statement? 

A. No. 

Q. Let me do things kind of in reverse and 

direct your attention to the last paragraph 

of the statement. And what I want to direct 
your attention to is the phrase that says, 
first sentence that -- your opinions upon 
your -- "her education, her professional 
experience and expertise in the pertinent 
literature relating to Medicaid." Do you see 
that ? 

A. Yes. - 
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Q. That phrase "pertinent" -- "pertinent 

literature relating to Medicaid," what does 
that refer to? Does that refer to the eight 
documents that you intend to rely on? 

A. Yes, it does. 

Q. Does it refer to anything else? 

A. Not directly, and what,I mean is I have spent 
18 years working in Medicaid, around Medicaid 
and have read thousands and thousands of 
documents which have contributed to a base 
of, you know, knowledge, expertise. None of 
them have I reviewed, but they have 
contributed through my career to a basic 
knowledge and understanding. For example, 
Title 19 of the Social Security Act, which is 
the enabling law for Medicaid. I have spent 
years working in and around that. X haven't 
read it for this purpose, but it contributes 
to my general knowledge. So I think that's 
what I meant when I had pertinent literature. 

Q. Can you indicate to us any other literature 
of that same ilk that kind of establishes 
your knowledge or expertise with respect to 
Medicaid? 

A. The relevant fedeTal regulations in many 

___________ “ 
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deal specifically with those. The 
comparisons between states which are 
reflected in the pink book but are based on 
those types of comparisons, that's the type 
of literature I'm referring to. 

Q. The pink book, being Medicaid in Perspective? 

A. I'm sorry. Texas Medicaid in Perspective. I 

apologize. 

Q. Okay. 

A. Which is pink. 

Q. How about the state plan? 

A. Yes. I have not reviewed it, but it has 

contributed to my general knowledge of the 
Medicaid program for Texas. 

Q. Any other documents that you can think of in 

that nature that have added to your general 
knowledge of Medicaid -- 

A. No. 

Q. -- in Texas? Okay. Bear with me as I take 

you through some of the sentences included in 
this statement. I'll skip over the first 
paragraph. I assume that there aren't in 
your view any opinions stated in that first 
paragraph. That'^more just a description of 
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your background; is that correct? 

A. Correct. 

Q. Okay. Focusing on the second paragraph, the 

first sentence talks about "As the Texas 
Medicaid director, Ms. Friedholm was 
responsible for administering a program 
exceeding $9 billion that served 2.5 million 
low-income families, elderly and disabled 
Texans." Is there any opinion related to 
that statement? 

A. No . 

Q. Okay. "During her tenure as the Texas 

Medicaid director, Ms. Friedholm oversaw the 
development and implementation of numerous 
initiatives to improve the system. Does that 
statement contain any kind of opinion that 
you intend to render at trial? 

A. No. 

Q. That's just a factual statement. Is that 

fair? 

A. I believe so. 

Q. Okay. Your tenure as the director of 

Medicaid in Texas was from 1993 through 1995? 
A. January 1st, 1993 through September of 1995. 

Q. Okay. What initi'artives were developed or 
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implemented during that time to improve the 
system? 

We settled a lawsuit with the Texas Hospital 
Association on the way that we reimbursed 
hospitals. We developed selective 
contracting and implemented it. We 
implemented Medicaid managed care projects 
and -- in two sites and received legislative 
support for implementing that statewide on a 
rollout basis over a number of years. We 
settled the EPSDT lawsuit previously 
discussed to implement additional services 
for children in Texas through EPSDT. We 
managed to get legislative support for 
pursuing a statewide 1115 Waiver which would 
revamp Medicaid to include managed care and 
also to expand coverage for low-income Texans 
who have not qualified for welfare but who 
remain uninsured while maximizing federal 
funds, and we submitted that waiver to the 
federal government while I was still Medicaid 
director. And we had numerous small changes 
through the -- smaller in terms of dollar 
impact, but still improvements in the system, 
like changing the"~third-party liability 
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process, making improvements in our contract 
with NHIC in 1994 to get more value and bring 
down more federal funds to allow us to 
improve some of our technological systems, 
our automated systems. 

Anything else that you can think of? 

Not at this very second. 

Okay. You referred to as a development or 
implementation of an initiative to improve 
the system was the settlement of a lawsuit 
with the Texas Hospital Association. 

Yes . 

Tell us about that. What was -- how was that 
-- how does that improve the system? 

We made improvements in the way that we 
educated hospitals on how to periodically 
file for upgrades in their reimbursement 
rates based on their experiences through our 
existing reimbursement system for hospitals. 
Prior to that, we were undergoing -- we were 
in litigation, which is expensive, because 
the hospitals said the state was not 
adequately reimbursing, that we were holding 
down costs too much relative to our own 
reimbursement mefhodology, and through a 
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course of working with the hospitals, we were 
able to come to a settlement which included 
better systems and educating them on how to 
properly file for proper reimbursement, and 
the numbers of complaints dropped off. 

Q. This was what is known as the Boren Amendment 

lawsuit? 

A . Yes, sir. 

Q. Okay. And the state's position in that 

lawsuit was that the hospital reimbursement 
rates were reasonable and adequate? 

A. Yes. 

Q. Okay. Was that your belief as well? 

A. That the system was set up to do that, yes. 

Q. Okay. Is there -- that the system is set up 

to do that, but what, that the hospitals 
weren't getting the information to -- how to 
utilize the system and change the rates of 
reimbursement ? 

A. Correct, so that they were being underpaid 

for a number of years because they had not 

used the reimbursement system as they needed 

to. And we were able to avoid years of 

lengthy litigation and see that the system 

was implemented ctrrrectly. 
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On a national basis, is -- are hospitals -■ 
inpatient hospital payments in -- in Texas 
above the national average? 

I'm not sure if they're above the national 


Just to clarify things, we're 
talking selective contracting for inpatient 
hospital -- 


Yes . 


treatment, correct? 


Yes . 


contracting in other areas other than the 
inpatient hospital? 
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average. They fall in the middle somewhere. 11:43 
The second item that you mentioned was the 11:43 
implementation of selective contracting. 11:43 
Yes . 11:43 
Okay. Did that actually start during your 11:43 
tenure ? 11:43 
Yes. 11:43 
Do you know what savings have been achieved 11:44 
through the use of selective contracting? 11:44 
No, I do not. 11:44 
That was -- do you know what -- strike that. 11:44 
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A. Could you explain what you mean by 

impediments in the system? 

Q. Well, any impediments in terms of the nature 

of the Medicaid program that would have 
prevented the implementation of selective 
contracting in, let's say 1990. 

A. It was not a feasible option in 1990. 

Q. And why not? 

A. We -- the State of Texas was in the process 

of getting sued for inadequate reimbursement 
rates and we were not in a position to be 
able to make any changes in our reimbursement 
structure while that lawsuit was under 
consideration or under development. 

Q. Why not? 

A. Because it was not feasible to do so 

politically. 

Q. Okay. So that -- just so I understand your 

testimony, that politically, there was some 
problems with moving to selective contracting 
in 1990. Aside from the political problems 
that are associated with any change, were 
there any things in the nature of what is 
needed to implement a selective contracting 
program that woulTd~have been an impediment to 
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such a program in 1990? 

A. Technically, no. In terms of the nature of 
the provider base and where we were in Texas 
with the Medicaid program and its 
acceptability to many providers, I do not 
believe it was a viable option in 1990. 

Q. Why not? 

A. Because we did not have a lot of support or 

competition or desire for Medicaid patients 
except among a handful of our public 
hospitals at that time in Medicaid. 

Q. And between 1990 and 1995 that changed? 

A. Significantly. 

Q. What was the reason for the change? 

A. We believe the reason for the change was that 

the general health care marketplace in Texas 

had finally had managed care come in as a 

major organizing structure for health care 

delivery. We saw reimbursements changing in 

Texas from fee for service to capitated 

rates. The provider systems began to 

understand how to do that and they also began 

to be hurt by that competition which made 

Medicaid payments and Medicaid patients look 

more attractive ttrthem than they had been in 
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the past when they were able to receive fee 
for service, fairly generous reimbursements 
through private health insurance. 

So the nature of the health care 
marketplace in Texas changed such that 
competition, competitive bidding was a new -- 
for Texas a new opportunity which is embodied 
in the managed care efforts, but also in 
selective contracting for hospitals which we 
implemented as an interim measure until we 
could -- until the state could get managed 
care completely rolled out, at which point 
you don't need selective contracting for 
hospitals because the managed care companies 
are doing that. 

Okay. You said it was a new marketplace for 
Texas. What about other states around the 
country? Was the managed care, kind of 
competitive nature of managed care developed 
in other states -- 
Yes . 

-- by 1990? 

Yes . 

Okay. What other states were the leaders in 
that area? 
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California has long been the leader of 
managed care in the general marketplace. It 
was also the leader of managed care in 
Medicaid and went through a difficult and 
troubling time getting that implemented 
correctly back in the 1970s. And I would 
generally characterize, managed care to have 
been implemented more quickly in the regular 


marketplace as well as for Medicaid in the 
northeast, midwestern states and the West 
Coast states before it has come -- become a 


major organizing principal for health care in 
the south. 

How about a state like Arizona? Did that 
have -- had that established a managed care 
system both in the Medicaid and in the 
private area? 

Arizona did. 

When did they do that? 

In Medicaid, it was in 1981, I believe, for 
the regular Medicaid program, thereabouts. 
Now, prior to 1981 when Arizona first got 
into that -- into the Medicaid managed care, 
did they have this private managed care 
infrastructure, i*f~ you will, that you're 
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The hospital industry? 

Yes . 

Okay. So for political reasons, that 
couldn't have been accomplished in '93? 

I do not believe so. 

Okay. Getting back to the -- kind of the 
nature of the market in 1993, had managed 
care, in your view, developed -- private 
managed care developed enough in Texas so 
that that is something that selective 
contracting could have been implemented, but 
for the political issues? 

So you're speaking to both selective 
contracting and Medicaid managed care? I'm 
not sure I'm understanding. 

I'm speaking to selective contracting at the 
moment. 

Okay. In certain areas of the state, it 
might have been feasible. 

What areas would those be? 

Houston, Austin and the Metroplex where 
private managed care had been embraced pretty 
we 11. 

What's the Metroplex? 

I'm sorry. Dalla*s-Fort Worth. 
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DEANN FRXEDHOLM 


By Mr. Ha 


Q. Okay. 

A. Excuse me. 

Q. Any other areas? 

A. Those are the main ones. 

Q. So in Houston, Austin, and the Dallas-Fort 

Worth area, managed care as of 1993 was -- 
had taken a toehold and was being utilized on 
the private side? 

A. Yes. There are still large areas of Texas 

that don't have managed care in them of any 
type . 

Q. Have you ever done any kind of study to 

determine the penetration of the managed care 
market in Texas? 

A. I have seen them. I have not personally 

conducted them. 

Q. What studies have you seen? 

A. From time to time the studies of the private 

side of Medicaid managed care penetration -- 
not Medicaid. Excuse me. Managed care 
penetration. 

Q. We're talking about private managed care 

penetration now. 

A. Well, to be absolutely clear, the development 

and availability "of health maintenance 
™ — _________ ~ “ 
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organizations and managed care for 
privately-insured people. 

Q. And what studies have you seen relating to 

the penetration of those HMOs for 
privately-insured people in Texas? 

A. They are available through the Group Health 

Insurance Association.. I don't remember the 
name of the study itself, but they come out 
periodically. 

Q. Are you talking about the Group Health 

Insurance Trade Association or something? 

A. I think it's their trade association, yes. 

Q. But to your knowledge -- well, you certainly 

have not done any kind of study as to the 
penetration of HMOs on the private side in 
Texas ? 

A. No. 

Q. Okay. Has there been any kind of study in 

terms of HMOs available for Medicaid managed 
care in Texas? 

A. A study? 

Q. Right. 

A. Not to my knowledge. 

Q. Any kind of survey or anything like that? 

You seemed to -- "you asked about a study and 

__________ — —— 
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_ DEANN FRIEDHOLM - By Mr. Hay _ 

led me to believe that you're making some 
distinction that I should be aware of. 

A. Well, I don't know of anything in writing per 
se, is what I was trying to think. In the 
process of looking at the possibility of 
implementing Medicaid managed care, we held 
conferences with private health insurers in 
Austin and also in the -- and by private 
health insurance, excuse me, I mean health 
maintenance organizations, managed care 
organizations. And also in the tri-county 
area, which was one of the two first pilot 
sites for Medicaid managed care in Texas. By 
tri-county I mean Galveston, Jefferson and 
Chambers Counties, which are on the Texas 
Gulf Coast between Houston and the Gulf 
Coast. 

And in those discussions in 1993, 

we began with four private HMOs here in 

Austin who were willing to sit down with us 

and discuss the possibility of starting a 

Medicaid managed care project or pilot here 

in Austin. And at the end of those 

discussions, only one HMO would participate, 

and in Medicaid yrro have to have competition 

_________ 
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_ DEANN FRIEDHOLM - By Mr. Hay _ 

for -- to set up managed care. And so we 

ended up having a managed care project where 

we had one HMO and then one health clinic 

system in East Austin which was not an HMO 

but which did some types of management of 

patient care, so we called it partially 

capitated HMO. 

But I think that's a good 

indication that as late as 1993 the interest 

on the part of managed care organizations in 

taking on Medicaid patients and getting their 

provider networks to take Medicaid, which was 

a major issue, was still pretty scattered or 

not across the board something that they were 

interested in doing. 

In the tri-county area, the state's 

decision was, because there was adamant 

opposition to health maintenance 

organizations by the provider community, we 

chose to pursue a primary care case 

management approach to managed care. That's 

not the same as HMOs. It's not a guaranteed 

savings approach. You're not shifting risk 

to a third party. The state continues to 

have to pay fee for service and -- but it is 

__________ 
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Q. 


A. 

Q. 


A. 


a managed care project in the sense that 
patients do actually have a provider who they 
are assigned to or who they choose and who 
serves as a gate keeper for them so that they 
don't automatically get to go anywhere they 
want to go without approval from their gate 
keeper. And in that case, that project came 
up a year later than we originally wanted it 
to because the provider community adamantly 
opposed even having a gate keeper approach to 
managed care, and it took a year longer to 
get enough providers signed up in that area 
to take on Medicaid through a quasi-managed 
care system. 

Was there any attempt to identify private 
HMOs in the tri-county area? I know you had 
the providers objecting to it, but was there 
any kind of survey or discussions with 
tri-county area HMOs? 

I'm not sure. 

At that same time, aside from Austin and the 
tri-county areas that you were talking to, 
did you talk to any HMOs in other areas about 
managed care in Texas? 

At that time I dOTTiot believe those 

—» ■ KING t fuller — — 
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conversations took place because those two 12 
sites have been selected as places that 12 

managed care would be implemented on a pilot 12 
basis. 12 

Did subsequent conversations take place with 12 
other HMOs in other areas? 12 

Yes. Subsequent to the start-up of Austin 12 
and the tri-county area, the state began to 12 
explore other communities. One of the 12 

lessons we had learned because of the delay 12 
and the difficulty of finding health 12 

maintenance organizations and then in the 12 

tri-county just providers who would 12 

participate was that we were going to go 12 

places where there was enough interest on the 12 
part of these organizations to have a 12 

successful project. 12 

So, for example, when I was 12 

Medicaid director, the first criteria we set 12 
up for determining where to go with managed 12 
care was to hold public hearings or public 12 
discussions, opportunities for people 12 

interested in Medicaid to come and talk with 12 
us, us meaning state officials involved in 12 
the administratic5lr~of Medicaid, about their 12 
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Q. 


A. 


Q. 


A. 


interests and what they would most be willing 
to try to do, what type of approach. All 
HMOs, PCCM, a mixture of HMOs and PCCM, what 
would it take to build support for managed 
care and Medicaid in that community. 

And we found there was an amazing 
difference between 1993 and 1994 when we held 
those hearings of -- that seemed to be kind 
of the watershed year where suddenly 
everybody was interested in Medicaid, whereas 
the year before we couldn't get people to 
talk to us. 

When you say everyone, you're talking about 
HMOs? 

I mean provider groups who would be willing 
to start taking patients who in the past they 
had not, and health maintenance organizations 
who suddenly saw Medicaid as a new 
marketplace for their activities. 

What areas are you -- did you have these 
hearings where you got this feedback? 

Lubbock, San Antonio, Fort Worth, and I can't 
remember if we did Houston then or later. 

But at least those three. And we've also -- 
the state also h^d.“d hearings all around the 
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state subsequent -- I mean, after I left. 

12 : ( 

w 

2 

They have now had hearings all over the 

12 : ( 

3 

state. 

12 : ( 

4 

Q. And has the response, to your knowledge, been 

12 : ( 

5 

the same as you've just described, that 

12 : ( 

6 

everyone is now -- both providers and HMOs 

12 : ( 

7 

are now on board to basically capture this 

12 : « 

8 

market ? 

12 : ■ 

9 

A. I would say that HMOs are on board, and in 

12 : 

10 

some of areas more than others providers are 

12 : 

11 

on board. 

12 : 

12 

Q. So what do you -- to what do you attribute 

12 : 

13 

the sudden change between 1993 and 1994 in 

12 : 


the attitude of the HMOs and the providers 

12 : 

15 

that you found? 

12 : 

16 

A. My personal observation is that the general 

12 : 

17 

marketplace had tightened down on 

12 : 

18 

reimbursements and availability of fee for 

12 : 

19 

service enough that these groups saw a 

12 : 

20 

Medicaid marketplace as a viable place for 

12 : 

21 

them to move in for new business. Also, 

12 : 

22 

Medicaid had grown exponentially in the 

12 : 

23 

previous few years, and it had gone from 

12 : 

24 

being a relatively small program to being 

12 : 


suddenly a program" with two-and-a-half 

12 : 
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Q. 


A. 


Q. 


A. 


Q. 



million people in it, and I think that 
altered people's perception of this as a 
marketplace. 

Well, the size in the program didn't jump 
between '93 and '94, that it actually had 
gone up - - 

I think the understanding of what had 
happened with the program was starting to be 
generally known in '93, '94, '95. 

When you mentioned the general market, you're 
talking about the private pay market had then 
gone away from fee for services as well? Is 
that -- 

In many of these areas, yes. Managed care 
was growing exponentially in the state. 

Start -- it had finally come to Texas and was 
starting to be used by employers and insurers 
as a means of holding down, or trying to hold 
down health care costs. 

Is there any difference between a private HMO 
company as opposed to a Medicaid HMO 
company? I mean, are they basically the same 
companies, they just do different plans or 
proposals ? 

I'm sorry. One nfOre time? 
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_ DEANN FRIEDHOLM - By Mr. Hay _ 

Q. I'm trying to understand if there's a 

difference between -- when you say they're 
obviously private pay HMOs that, as I 
understand your testimony, had grown 
significantly in Texas. Is there a 
difference between those types of HMOs and 
the HMOs that, you know, traditionally in 
other states would ever get involved in 
Medicaid HMOs? 

A. I'm not sure that I can speak about other 

states specifically. Our experience in Texas 
has been that commercial HMOs, if I can use 
that term -- 

Q. Sure. 

A. -- to describe those who have private pay 

patients, who deal in the commercial market 
as opposed to publicly-funded market -- have 
been interested and have participated, 
although not all of them have, but a number 
of them have. And for Medicaid, in addition, 
there are other HMOs that develop and come 
into Texas or developed in Texas that can 
be -- that are targeted or more focused at 
Medicaid population. So that may be their 
first line of bus'lTiess, as opposed to 

~ ™ KING & FULLER ~ — 
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commercial being their first line of 
business. So X hope I answered your 
question. 

Q. So it's not all commercial, but a lot of the 

commercial and some just individual separate, 
if you will, Medicaid HMOs as well? 

A. Well, and, for example, many of the safety 
net providers, and by that I mean those 
institutions or groups of physicians who have 
traditionally seen Medicaid and uninsured 
patients, have organized and gotten licensed 
as health maintenance organizations so that 
they can compete to try to keep their 
patients. They're not for profit. They 
don't necessarily have a commercial focus. 
They will end up having to do commercial at 
some point under existing law. But -- so 
it's more of a mixture under Medicaid with a 
base of some commercial and some other 
entities that form or come into Texas to 
focus on Medicaid. 

Q. Okay. You also mentioned as part of the 

developments and implementations of 
initiatives to improve the system during your 
tenure these small^changes, what you 

KING & FULLER — 
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described as small dollar amount 
improvements, of which you mentioned the 
change in the third-party liability process. 

A. Uh-huh. 

Q. What did you mean by that? 

A. There was a recommendation from the 

comptroller's performance review that Texas 
pursue an approach that other states were 
taking towards third-party liability, and by 
that I am referring to those instances where 
an individual may be eligible for Medicaid 
but has some other form or means of 
reimbursement for their health insurance 
costs. And under the Medicaid program, we 
are to do everything we can to make Medicaid 
the payer of last resort. And so we pursue 
payment of Medicaid-related bills through a 
third-party payer, if one exists. 

And so it was recommended and the 
legislature passed law saying that we should 
go to a contingency type contract, bid it out 
to private companies instead of doing it 
in-house to see if we can't get an 
improvement in the collection of any 
third-party reimbursements or third-party 
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Q. 

A. 

Q. 

A. 


Q. 


liability that could exist. 

Did you support that proposal and 
legislation? 

Yes. I think it's a good proposal. 

Was there a problem prior to whatever year 
this legislation was passed in collecting 
third-party liability?. 

I can't say that there was a problem exactly, 
but there was a sense that with the Medicaid 
program having -- having expanded and grown 
so much, particularly serving families with 
children who had incomes of 100 percent or 
even 133 percent of poverty, which was very 
different than our traditional program which 
was down around 20 percent of poverty, that 
there was a greater likelihood that people 
might have private third-party resources. 

And so our -- and so my 
understanding was and my perception was that 
it was a legitimate area to pay more 
attention to, given the changes in the 
program. 

Any other change in the third-party liability 
approach, other than entering into a 
contingency contract? 
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DEANN FRIEDHOLM - By Mr. Ha' 


I don't know what you're thinking of. I'm 
sorry. 


Were there any other efforts made to 

emphasize third-party liability, other than 

< 

simply entering into a contingency contract 
to help collect some of the third-party 
resources out there? Did the state do 
anything else other than -- take any other 
action other than this contingency contract 
during your tenure in the area of third-party 
liability? 

Not that I can think of. 

The other small change that you.said that was 
an improvement during your tenure was to 
improve the contract with NHIC. What did you 
mean by that? 

In 1994 the state needed to determine whether 
to bid out the entire Medicaid health 
insurance contract currently held by NHIC or 
to exercise the option within the original 
contract for a last two-year extension with 
the state. And the health department, which 
holds the contract, and my office went 
through a series of reviews and determined a 


number of improveTnents that could be made 
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particularly with regard to relationships 
with providers, with regard to the changes 
that managed care had for the way that a 
third-party administrator works or a 
third-party health insurance organization 
works in the Medicaid system. And we 
negotiated with them a.number of amendments, 
memoranda of understanding to the original 
contract to support improved automation 
systems, increased emphasis and work with 
providers to educate them and bring them 
along with the Medicaid program, which as 
I've already mentioned has been a constant 
problem until recently, and a number of other 
changes in the way that the contract is 
financed. 

Q. What do you mean, how the contract is 

financed? 

A. There are very specific detailed agreements 

between the company and us with regard to 
their risk, their stop loss for the risk, who 
holds the money, what percentage of the money 
comes back to the state, given different 
types of circumstances that can happen in an 
insured arrangement, the state's benefiting 
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from investments of the funds by the company 
and how much of that the state gets versus 
payments to the company, a number of very 
technical things. And we went in and tried 
to tighten it up, make it more responsive to 
the program as it was right then, 
particularly with regard to managed care, 
because when the original contract was 
written, there was no -- six years before, 
there had been no provisions made for a 
managed care arrangement. 

And are these changes that you're talking 
about reflected in the documents that you've 
just recently disclosed and are part of 


your 


-- the Amendments 1 through 5 to 12, 17, 50, 

et cetera, Items 1 through 3 on your list? 
They are part of those, yes. 

Now, what was the change in the contract as 
it relates to managed care? How did you -- 
what were you trying to accomplish in terms 
of amending the NHIC contract? 

NHIC's role had been to be a third-party 
insurer for the fegular fee for service 
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Medicaid program, which included basically 
correct payment of claims for services 
rendered billed on a per -- on a per-service 
basis, just like regular fee for service 
insurance. With managed care, the role of 
the state and the third-party insurer 
changed, and we were in a transition period, 
and the state remains in a transition 
period. Some of the program is still fee for 
service. You still have to keep doing what 
you've been doing, but in addition there are 
new systems required and new services 
required and a different kind of payment 
mechanism between NHIC and the insuring 
organization -- the health insuring 
organization, the HMO, for example. And so 
working out the details of the role of NHIC 
and implementing managed care, setting some 
standards and expectations for them in the 
contract, which we didn't have in 1993 when 
we first started managed care, so we learned 
for a year and used that experience to 
improve upon the contract. 

Well, what role or what obligations did you 
then impose on NHT"C with respect to managed 
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care? How did that change? 

A. Number one, they played the role of being the 

administrator for the PCCM system wherever we 
have it, wherever the State of Texas chooses 
to have PCCM, and they played a more 
aggressive role with some standards for their 
recruiting and educating of providers. They 
also played a role -- 

Q. Providers for the PCCM? 

A. For the PCCM. 

Q. Okay. 

A. And for the remainder of the program that was 

fee for service. 

Q. Okay. 

A. We also had them play the role of enrolling 

Medicaid clients for managed care in those 
areas where we had managed care. 

Q. In both the PCCM and the HMO? 

A. Yes, the enrollment process where the 

individual gets to choose. If it's among 
HMOs in that area, then among HMOs; if it's a 
PCCM, PCCM; if it's both, then both. And 
they were to and did play the role of being 
that broker, at least for a period of time. 
And all of this was relatively new ground 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 


A. 


Q. 


A. 

Q. 


dealing with NHIC. 

Well, to the extent that the managed care 
went the HMO route, was that then taken out 
of the NHIC contract? 

Taken out? They no longer received premiums 
for those individuals. 

Right. 

Is that what you're asking me? 

Yes. Okay. And -- 
Carved out. 

Carved out. Okay. So would you agree that 
from NHIC's perspective, they made more 
profit from the PCCM model than the HMO in 
the managed care? 

I think they had better opportunity for it. 

I don't know that they did. 

You mean they had an opportunity to make some 
premiums from the PCCM, but they -- they 
really weren't going to receive premiums for 
the HMO work? 

Right. 

Okay. Isn't it a little strange to put a 
company in charge of the enrollment of -- 
into two -- into the two different groups 
when it has you know, more of a financial 
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A. 

Q. 

A. 


Q. 

A. 


Q. 

A. 

Q. 

A. 


interest in having them, the enrollees go 
into the PCCM? 

In those areas where there was competition? 
Right. 

There have been complaints about that and we 
changed that. The state changed it to a 
third-party enrollment, broker and are in the 
process -- in fact, they've selected one and 
the new -- all the sites will now use a new 
enrollment broker because of complaints about 
that, or concerns about that. 

Who is the new third-party enrollment broker? 
Maximus. 


THE 

REPORTER: 

Say that again 

THE 

WITNESS: 

Maximus, 
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You 
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Wha 

' 94 

We 

st a 

of 

all 


-x-i-m-u-s. 

also made mention about changes in the 
omation systems for NHIC. 
huh. 

t were you referring to there in this 

-- 1994 changes in the contract? 

added to the contract at no additional 

te to -- cost to the state the development 

an executive management system which 

owed the statd^TDversight people to have 
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quicker access, automated on their desk 
computerized access to certain files for 
review. That previously had been a paper 
process. So to update automated systems for 
improved oversight of the contract and 
tracking of status of claims and all kinds of 
things. I mean, the whole gamut of executive 
management data or information that you would 
want to have. 

Any other changes in the automated system 
other than reporting? I gather you're 
talking about kind of the ability to generate 
some kind of report or something in a more 
timely -- 
Also - - 

-- in a quicker fashion? 

Also the development of information systems 
that better -- well, it's again a part of 
reporting, but it was a specific information 
system on -- for the managed care projects 
which required different kinds of automation 
than the existing fee for service system. 

Is that -- an information system for managed 
care, you're talking about the HMO managed 
care or PCCM or btJth? 
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Both. 12:2 
Both? What were the reasons that you wanted 12:2 
financial changes in this -- in the agreement 12:2 
in terms of some of the areas that you 12:2 
mentioned previously about sharing in 12:2 
investments, premiums, things of that nature? 12:2 
Experience. Very dynamic program, a program 12:2 
that had doubled, almost tripled, and 12:2 
looking, reviewing the current program -- the 12:2 
current arrangement with them, we found 12:2 
opportunities where given the circumstances 12:2 
we found ourself in that we thought we could 12:2 
make a better deal for us, and so we did 12:2 
that. This program is very dynamic. It's 12:2 
very complicated and it has changed 12:2 
exponentially in the last 10 years, and so we 12:2 
are constantly -- when I was there, and I 12:2 
think they still do -- are constantly making 12:2 
adjustments to reflect the experience that we 12:2 
have in the program. As the people change, 12:2 
the services change, the costs change, the 12:2 
marketplace changes, and the standard for 12:2 
relationships with third-party payers or 12:2 
investors or -- insurers, I mean, not 12:2 
investors -- get modified as circumstances 12:2 
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Q 

A, 


A, 

Q. 


A, 

Q 


change. 

What better financial deals did you get in 
1994? 


12 : 2 
12 : 2 


We took a higher percentage of the -- I'm 
blanking on the word I'm trying to think of. 
It used to be that the state got two-thirds 
of the 
Interest? 

-- interest above the T-bill rate, and we 
changed that to 100 percent. 

So now how much of the interest does NHIC 
retain? 

Of that? 

Of whatever interest that is accrued on the 
premium. 

They're paid administrative fees. I don't 
think they -- 

They no longer get interest. Is that what 
you're saying? 

That's what I'm saying. 

Okay. 


12 : 2 
12 : 2 
12 : 2 
12 : 2 
12 : 2 
12 : 2 
12 : 2 
12 : 2 
12 : 2 
12 : 2 
12 : 2 
12 : 2 
12 : 2 
12 : 2 
12 : 2 
12 : 2 
12 : 2 


lunch? 


MR. HAY: You want to break for 


12 : 2 
12 : 2 


MR. HART: Are you at 
stopping point? ■ 


a good 


tL2 : 2 


0.2 : 2 
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MR. HAY: Yeah. 

MR. HART: That's fine. 

THE VIDEOGRAPHER: Stand by, 

please. The time is 12:24 p.m. Going off 


the record. 


(LUNCH RECESS) 


THE VIDEOGRAPHER: The time is 1:26 
p.m. We're on the record. 

Okay. When we broke for lunch, we were 
talking about the development and 
implementation of numerous initiatives to 
improve the system during your tenure, and 
you've described those for me. Were there 
any initiatives that were suggested during 
your tenure that weren't implemented? 

That were not implemented? 

Right. That you were involved in in somehow 
proposing or supporting that weren't 
implemented during your tenure to improve the 
Medicaid system. 

Yes. I'm sure there were many. One that 
comes to mind is the change in the nursing 
home reimbursement structure, which I began 
working on prior to becoming Medicaid 
director and their^worked on throughout my 
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tenure as Medicaid director. 

Q. Just -- let me stop you for a second. When 

was that? When did you start working on that 
one ? 

A. In 1991 at the direction of the lieutenant 

governor, for whom I worked. 

Q. And is this the same change in reimbursement 
that you mentioned earlier for nursing homes, 
which is facility based? 

A. Yes, facility specific. 

Q. And I believe you testified that that hasn't 

occurred even today? 

A. Correct. 

Q. Okay. Can you describe for us what the 

change that you were working on involved? 

A. Yes. The current Medicaid reimbursement 

structure for nursing homes is one that 
places a premium on -- I guess I shouldn't 
use that term because it could be confusing. 
Excuse me. It places emphasis on maintaining 
reimbursements at a very low level and 
basically with some allowance for case mix, 
which means some allowance for differences in 
costs among patients with differing degrees 
of medical need cr-nursing home need, there 
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are flat rates and there are no or little 
requirements on the nursing homes to do 
anything except meet standards, which we then 
have to try to catch them if they are not 
adequately caring for patients. 

A facility specific approach would 
have built into our reimbursement structure 
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payments 

to them 

only if they expen 

ded 

money 

13 : : 

in certa 

in areas 

that we wanted to 

put 

a 

13 : ; 

priority 

on, for 

example, patient c 

are 

# 

13 : ; 

staffing 

levels, 

food. So that -- 

and 

we 

13 : ; 

tried to 

design 

the system so that 

it 

would 

13 : ; 


not be significantly more expensive, although 
the system would have awarded a home for 
spending money on patients. It would not 
have awarded a home if that home had just 
spent money on other kinds of allowable 
costs. And we believed that that would have 
led to greater quality of care and greater 
accountability for how our nursing home 
dollars were being spent for patients. 

Texas has the second lowest 
reimbursement rate for nursing home care in 
the country, as I recall, second only to 
Oklahoma. And scr~we thought quality of care 
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was worth taking a look at changing the 
incentives in the systems so that nursing 
homes would not have an incentive to skimp on 
staffing in order to make a profit. 

And wasn't that, or isn't that one of the 
concerns with the current system, was that 
even though Texas could have a low nursing 
home flat rate reimbursement, there's little 
way of preventing that reimbursement to go to 
profit as opposed to actually putting it into 
fixing the facility and quality of care? 

That is one of the complaints, yes, under a 
flat rate system. 

Were any projections done or estimates as to 
if this facility specific methodology was 
implemented, would it raise the cost to the 
Medicaid program or lower the cost? 

There were numbers of projections made both 
by state workers, state staff looking at 
projections based on the different models 


that we were reviewing, as well as 


13:3 


projections made by the nursing home 
industry, and we did worst case, best case, 
medium, median. And in no instance did it 
show a reduction "in cost. 
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Q. 

A. 

Q. 


A. 


We believed that with proper 
constraints within each category of spending, 
with proper incentives to have them spend 
what would be enough but not spend lavishly 
or extravagantly on food, for example, or for 
staffing, that within the limits that we 
established in our model that there would be 
perhaps some increase, and we were ready to 
recommend that we needed to have that 
increase in order to get more accountability 
for how nursing homes spent their dollars. 

The Nursing Home Association 
promoted the fear among the legislature that 
in fact going to facility-specific would be 
inflationary and a budget buster and one that 
would harm the state's budget and therefore 
we should not pursue it, and they fought it 
continuously. 

And were able to prevent it? 

And were able to prevent it. 

In your view, would -- under this 
facility-specific program, would providing 
better care include preventive care that 
would in the long run save on resources? 
Within the conteXt~of the nursing homes? 
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Q. 

A. 

Q. 


A. 

Q. 
A . 
Q. 


A. 


Yes . 

I'm not sure what you're thinking of in terms 
of preventive. You mean, medical care? 

Well, if the quality of the care in the 
nursing home is improving, in the long run 
doesn't that -- isn't that going to lower the 
cost, the overall cost,of the patient even in 
the nursing home scenario? 

Not necessarily. 

Was there any analysis done of that? 

Not that I recall. 

Any other initiatives that -- that you were 
in the process of developing or attempting -- 
wanted to have implemented that weren't 
implemented during your tenure? 

The -- I have made reference earlier to -- 
and I think it's fair that it falls under 
this question -- to our efforts to get a 
statewide waiver under the 1115 authority of 
the federal government to expand Medicaid 
coverage beyond the traditional welfare base 
or the traditional categories currently 
specifically authorized by the federal 
government, and to do so by using local 
hospital district— - dollars to finance that as 
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a way of converting some of the 
Disproportionate Share money into actual 
health insurance premiums for individuals who 
would then be served by the hospital 
districts as a means of trying to get 
preventive care and full -- the full benefits 
of having health insurance to a wider 
population than we currently are able to 
serve under Medicaid. And that effort was 
begun and we sought and received federal -- 
excuse me -- legislative support and 
gubernatorial support and we filed the 
waiver. And subsequent to my leaving, that 
waiver was pulled back and revamped, trimmed 
down and resubmitted and is currently being 
considered. So that was an effort that I 
worked on for a large part of my tenure as 
Medicaid director, which didn't get completed 
while I was there nor has it been completed 
since then. 

Q. When you say it got pulled back, you mean the 

state changed its mind in terms of the extent 
of the waiver request? 

A. Yes. 

Q. How was it changerd? 

__________ 
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A. 


Q. 


A. 


Q. 


A. 

Q. 

A. 

Q. 

A. 

Q. 


It was restricted from covering adults to 
only covering children. Our original plan 
had wanted to cover uninsured adults with 
incomes up to 75 percent of poverty and then 
that number was brought down to 45 percent of 
poverty, and then subsequently they were 
removed from the waiver. 

Okay. And what's the current status of the 
waiver now? 

Pending with the feds, with HCFA, the Health 
Care Financing Administration, and apparently 
a series of negotiations and conversations 
have gone on between the state leadership and 
HCFA over that waiver. 

Any other initiatives that had not been 
implemented that you were a proponent of 
during your tenure? And these are 
initiatives to improve the system. 

Well, I feel certain there were, but I'm 
blanking on any specifics right now. 

Okay. Well, if one comes to mind -- 
If that's all right with you, I'll -- 
Okay. 
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- - I'll bring it back up. 

Okay. Moving on 'in the second paragraph, 
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A, 

Q. 

A. 

Q. 


third sentence says, "Ms. Friedholm has 
knowledge and will testify concerning the 
administration, funding and operation of the 
federal and Texas Medicaid systems and the 
benefits and services they provide." Do you 
see that -- 
Yes . 

-- sentence? Is there any opinion that 
you're going to offer regarding that? 

I do not believe so, no. 

Have you discussed with anyone what your fact 
testimony is going to be in terms of the 
administration, funding and operation of the 
federal and Texas Medicaid systems and the 
benefits and services they provide? 

I'm sorry. I didn't quite hear what you said 
at first. Have I discussed it? 

Have you discussed what -- this says you're 
going to testify -- you have knowledge and 
will testify concerning that. My question 
is, have you discussed with anyone what that 
testimony is going to be? 

Only in the most general of terms in the 
sense of describing the overall structure and 
how the program WTsTks, what it does, who it 

KING & FULLER 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


13 : 3 
13 : 3 
13 : 3 
13 : 3 
13 : 3 
13 : 3 
13 : 3 
13 : 3 
13 : 3 
13 : 3 
13 : 2 
13:3 
13:3 
13 : 3 
13 : 3 
13:3 
13 : 3 
13:3 
13 : 3 
13 : 3 
13 : 3 
13:3 
13 : 3 
13 : 3 
13 : 3 


httpV/legacy.library.ucsf.eSo^rotfe^nlEtiBaCyQAfsrelJv.industrydocuments.ucsf.edu/docs/gmxIOOOl 




DEANN FRIEDHOLM - By Mr. Ha^ 


serves, how it's financed, what services does 
it provide, the general overview of how 
Medicaid works. 

And are you going to rely on any documents 
for purposes of that testimony? 

I'm sure I will, yes. 

What documents do you intend to rely on for 
that, to get that information with respect to 
that testimony? 

When I have done this type of presentation in 
the past, I have relied upon almost 
completely the information that's in the 
Texas Medicaid in Perspective. I'm not sure 
that I wouldn't perhaps refer to other 
federal -- perhaps some federal law or rules 
for documentation, but I have done this kind 
of presentation in public many times in the 
past and would build off of that basis. 

By the way, when you say Texas Medicaid in 
Perspective, are you talking about the '94 or 
the '97 version? 

Well, I have used the '94 version, but for 
this purpose I would probably use the '97 
version where it is relevant, for updating. 
Okay. Where have'-you done these 
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A. 


Q. 

A. 

Q. 

A. 

Q. 


A. 


presentations in the past? 

For the legislature, on numerous occasions 
before constituency groups or interest groups 
at conferences. They were developed -- or I 
first started doing this in order to educate 
the legislature and their staff and other 
agency people about Medicaid in general. 

Are any of these presentations written? 

Oh, yeah, they're written. 

So you would have whatever presentations you 
had prepared in the past, either talking to 
the legislature or these constituency groups? 
I do not have them, but they exist with the 
state. They're documents prepared when I was 
Medicaid director. 

Can you be a little more specific as to your 
description about those presentations so that 
I can describe them for your attorney so he 
can locate them for me? For example, you 
said you've done this for the legislature 
while you were working there. Do you 
remember specific years or occasions that you 
had to do that? 

Summer of 1990 -- summer-fall of 1994 before 

the Senate Healtlf~~and Human Services 
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Committee -- House Human Services Committee, 
House Public Health Committee. 

Q. Was that one presentation to the same -- 

A. Yes, repeated. 

Q. And constituency groups that you mentioned? 

A. I don't remember, but it was the same 

presentation. 

Q. Okay. So this is really one presentation 

that you made to a variety of different 
audiences? 

A. Obviously dated now, and I would update it, 

yeah. 

Q. Okay. I would request a copy of the 

presentation. 

The next line moving down Paragraph 
2, Sentence 4 talks about "Ms. Friedholm will 
testify that" -- excuse me. I've skipped a 
line here -- "will testify concerning the 
evolution of the federal and state Medicaid 
systems, the legislation affecting the 
systems and the agency involvement and 
coordination." Do you see that? 

A. Yes. 

Q. Are you going to render any opinion 

concerning those Ttbems -- 
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-- or is that just again factual background 13:4 
that you're intending to testify to? 13:4 
No opinion. Factual background, yes. 13:4 
Are you going to be relying on any documents 13:4 
to support that factual presentation 13:4 
testimony? 13:4 
Only those that we've already discussed. 13:4 
Which, as I understand it, the Medicaid in 13:4 
Perspective and perhaps some federal 13:4 
regulations and your presentation that you've 13:4 
done in the past? 13:4 
Yes. 13:4 
It then says, "Ms. Friedholm will testify 13:4 
that Texas Medicaid program has competent and 13:4 
dedicated personnel managing the program, 13:4 
including the oversight of National Heritage 13:4 
Insurance Company." Is that an opinion -- 13:4 
Yes . 

-- that you intend to render? 13:4 
Yes. 13:4 


What's the basis of that? 


13:4 


The basis is having worked with the 
individuals at -- with individuals in the 
Medicaid program "both at the national and 
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state level here in Texas and my experience 
over 18 years of those working relationships, 
which have been extensive. I went to 
Washington and went to work at the Department 
of Health and Human Services as a 
presidential management intern, which is a 
nationally competitive,appointment. I got to 
work with the top people from all the major 
public policy and management graduate schools 
from across the country. I think I got a 
good base for what the best and the brightest 
were, and I have been very impressed in all 
of my years of working, not only when I was 
Medicaid director, but when I worked in the 
legislature as an advocate for the governor 
for -- in all of my capacities where I worked 
around Medicaid, that the quality and the 
competency of the state personnel in the 
Medicaid program was outstanding. They 
generally have a long career and history with 
Medicaid. They know it backwards and 
forwards. They are looking for -- always for 
better ways to do things. They are 
agreeable. They work very, very hard, long 
hours, particularly relevant -- compared to 
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their compensation, and I think the program 
has benefited greatly by having people of 
that standard and stature running the program 
through these years. 

The individuals who are charged and 
have had the duty of working with NHIC and 
doing oversight are some of the best people 
I've ever worked with in the private sector 
or the public sector. And so having worked 
with them in many different capacities, 
including being in an adversarial role when I 
was at the legislature frequently, we were 
always complaining and always pushing 
everyone to do more and to do better, which 
is part of the policy process in government, 

I found them always to be top rate. 

And finally, I served with many 
other Medicaid directors. I served with 
eight other Medicaid directors on a national 
executive committee of all Medicaid 
directors. I was elected by my peers to 
that -- to that group, and we had many 
personal conversations I did with my peers 
about staff, about competency, about whether 
they were happy crr~not happy with aspects of 
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Q. 

A, 

Q. 


A 

Q 


A, 

Q. 

A. 

Q. 

A, 


In excess of ten years? 

Yes . 

Is he someone who would know -- would know 
and monitor NHIC's compliance with the 
contract with the state during that time 
period? 

Yes . 

The next paragraph starts with "Ms. Friedholm 
will testify that Texas Medicaid program is 
efficient and effective and utilizes 
appropriate cost containment measures and 
internal controls." Do you see that? 

Yes, I do. 

Is that your opinion? 

Yes, it is. 

What's that based on? 

That is based on working with the program in 

a variety of capacities, as I've already 

indicated. Based on expenditure patterns for 

the program and on the -- on what I believe 

to be a very efficient operation of the 

Medicaid program, particularly given how 

complicated and how dynamic a program it is. 

What do you mean when you say that the 

program is efficient? How is it efficient? 
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A. The program is efficient in terms of low 

administrative costs, relatively low staffing 
needs and patterns, which is part of the 
administrative cost, the meeting of federal 
requirements and controls and constant 
improvements in our ability to get services 
paid for, get people eligible for services 
and relationships with the provider 
community. I think we are very efficient at 
that, the State of Texas is, Medicaid 
program. 

Q. And how is it effective? Do you draw a 

distinction between it's efficient and 
effective? 

A. Its effectiveness is more a measure of 

does -- do we accomplish -- does Texas 
Medicaid accomplish the primary purposes of 
its existence, which is to get health care 
coverage to the people who are qualified for 
those services. And I think generally given 
again the size and complexity of the program 
and the difficulties of providing care to 
uninsured people, that Medicaid is a -- is an 
effective program in getting services to 
people who need itrr It doesn't mean that 
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it's perfect, but I think it is effective. 


Okay. This opinion -- this opinion about the 
Texas Medicaid program being effective -- 
efficient and effective, what time period are 
you talking about? Are you talking -- or 
does this apply to the entire history of the 
program? 

I am thinking particularly of the years that 
I am most familiar with, but I believe it has 
always been a very efficient program and an 
effective program. 

Well, what years are you particularly 
thinking of? 

The ones where I have been most directly 
involved, which would be '83 to recently. 

To '95? 

(Witness nods affirmatively.) 

So it's your testimony and opinion that 
throughout that time period, 1983 to 1995, 
the Texas Medicaid program was efficient and 
effective? 

Given the complexity and size of the program, 
it is an efficient and effective program. 

Now, prior to '83, do you have any knowledge 
as to whether or Trot -- or any opinion as to 
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whether or not the program was efficient and 
effective? 

A. I have studied and reviewed aspects of the 

program. I do not hold myself out to be an 
expert in the same degree, but I believe the 
program has long been efficient. If 
anything, it has been very good at carefully 
keeping people on or off the program if they 
were eligible and also to being very careful 
about bill payments, which were really the 
two functions -- the main functions that the 
program had when it was so much smaller and 
less complicated. 

Q. So you're prepared to render an opinion back 

to 1966 on how the program was in the '60s 
and '70s up through '83? Do you feel you're 
competent to do that? 

A. I don't know that I can go back to '66. I 

think in the 1970s forward, I have studied 
those years. 

Q. What have you studied in 

A. Since the mid '70s or so. 

Q. Okay. What have you studied in the mid '70s, 

assuming that 1975, which is pretty mid -- 
mid '70s through "‘-#3, that leads you to 
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believe that the -- or leads you to the 13:5 
opinion that the systems were -- the 13:5 
Medicaid -- Texas Medicaid program was 13:5 
effective and efficient? 13:5 
Low cost per recipient, low administrative 13:5 
cost. 13:5 
Anything else? 13:5 
That's the way I -- I think of efficiency is, 13:5 
are you administering the program as least 13:5 
expensively and efficiently as you can. 13:5 
Well, previously you had talked about whether 13:5 
your bill process, paying of bills is I guess 13:5 
accurate and whether your eligibility -- 13:5 
whether you're having people on who are 13:5 


supposed to be on and off who are supposed to 13:5 
be off. Where do they -- where does that 13:5 
come into low cost per recipient or low 13:5 


administrative cost? 


I don't know that I can -- for that period of 13:5 
time prior -- from like, say, '75 to '83, I 13:5 
don't think I can speak to the specifics of 13:5 


the bill paying process per se, like I feel 
comfortable in doing from '83 on. The -- 
what was the second part of it? 

Eligibility. 
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A. Texas has always been very conservative and 
made getting on Medicaid a very difficult 
process for individuals, and that was long a 
concern of people, that the state made it too 
hard for people who were actually eligible to 
get onto the program. We didn't have an 
error rate system until the early 1980s, so 
there's no quantifiable way to measure that. 

Q. So you don't know prior to the early '80s 

whether or not Texas was keeping people off 
the rolls who were supposed to be off the 
rolls? 

A. Only to the extent that it was a constant 

issue amongst people who advocated for 
low-income people. 

Q. Well, you lost me there. The -- 

A. Concerns were constantly being raised that 

the eligibility process was too difficult for 
an average person to be able to get through 
and therefore discouraged people from signing 
up . 

Q. Well, those concerns still go through today, 

correct ? 

A. It's a much simpler process today. 

Q. Nevertheless, theire are still criticisms of 
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the system for that very same reason even 13:5 

today, correct? 13:5 

I'm not aware of which -- which criticisms 13:5 

you're now referring to. 13:5 

The criticism being that because of the 13:5 

nature of the eligibility process or whatever 13:5 
in Texas, that it's difficult for people to 13:5 

actually get on the rolls and get the 13:5 

services. 13:E 

I have not heard that as a major criticism in 13:5 
recent years since we changed the eligibility 13:5 
form from a 15 to a three-page eligibility 13:5 
form. 13:5 

And when was that? 13:5 

1991, I believe. It may have been 1990. 13:5 

Okay. Prior to 1990, was that a problem? 13:5 

Yes. 13:5 

So at least in terms of eligibility and 13:5 

getting on the rolls because of the -- if 13:5 

nothing else, the forms that had to be filled 13:5 

out for that, Texas did have some 13:5 

shortcomings in terms of its efficiency and 13:5 
effectiveness in its Medicaid program? 13:5 

Well, I would say that was probably a 13:5 

shortcoming more on the effectiveness side. 13:5 
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It certainly made it a less expensive 
program. 

Q. Well, it was also that process, that 

eligibility process was, would you agree with 
me, wasteful and inefficient? 

A. Not necessarily. It put the burden on the 
individual in a way that was determined and 
decided to be changed because it was too 
burdensome on the individual. So the same 
kinds of information are required now, but 
they are not made to be able to put it all 
together on a 15-page form before they can 
walk in the door. They get assistance with 
that. So I don't know that it was wasteful. 
It just shifted the burden and made it more 
difficult for potentially eligible people to 
get through the system. 

Q. Okay. Now, looking at it the other side of 

the coin, which is people who shouldn't be on 

the rolls who are on the rolls, what 

information -- is it fair to say that prior 

to 1983 you don't have any data or you don't 

have any knowledge as to whether Texas was -- 

Texas Medicaid was efficient or effective in 

identifying inelrgxbles who are on the 
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rolls? 

I do not believe there was a federal quality 
control error rate system put in place until 
early 1980's. It may be 1982. And that was 
my understanding was the first time we've had 
actual surveys, look backs, you know, 
document -- documentable data to show how the 
states were performing on making ineligible 
people eligible. 

That's the first date that the fed required 


I think that's correct. 

Okay. Prior to the fed requiring it, did the 
State of Texas have any -- 
I'm not sure. 

-- internal controls to determine that? 

I'm not sure. 

So sitting here today, you don't know how 
effective or efficient they were in their 
eligibility determinations in weeding out 
ineligible recipients? 

That's correct. 

Okay . 

Medicaid was received only or predominately 
by virtue of you 4^eing eligible for one of 
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two welfare programs at the time, and there 
weren't the numerous different eligibility 
categories that are present today and that 
developed in the '80s and '90s, which means 
that an individual had gone through the very 
stringent welfare determination system in 
order to get Medicaid in most of those cases, 
almost all of those cases. 

Q. Which stringent welfare system? 

A. The Aid to Families with Dependent Children 

and the Supplemental Security Income system, 
SSI - - 

Q. Okay. Do you know -- 

A. -- for aged and disabled. 

Q. Okay. Do you know -- I'm sorry. What was 

the first one you mentioned? 

A. The Aid to Families with Dependent Children. 

Q. Okay. For the Aid to Families with Dependent 

Children, do you know since 1982 -- we've 
kind of taken it up to that point -- through 
the early '90s, how would you describe Texas' 
error rate, if you will, in that area, in 
determining eligibility in those areas? 

A. It has been generally in compliance, perhaps 

being barely out trf compliance once or twice 

- — KING & FULLER ~ ’ 
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that then the federal worker has unlimited 
time to review and go back and dig through 
anything they want to to try to find some 
error in the process, whereas the state 
eligibility workers have very stringent 
requirements for timeliness in getting 
through an eligibility,process. And so it's 
kind of measuring a little bit of how many 
home runs can you hit if you get to bat three 
innings versus if you get to bat six innings 
or nine innings, and it has not been an equal 
kind of system for fairly judging the ability 
to find any potential issue that could come 
up in a very complicated income and 
eligibility system. 

Q. Under the federal eligibility quality 

control, who actually does the quality 
control check? Is it the fed or is it the 
state employees? 

A. The states do a sampling and then the feds 

come and check. 

Q. But the state is the one that comes up with 

an error rate, correct? 

A. Based on the fed's standards and on an 

open-ended revifevrprocess, yes. 

_________ - ~ 
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don't know how long individuals stay on the 
program. You don't know how many are 
reviewed during the recertification. I mean, 
one person on SSI could get on Medicaid and 
be a majority of the -- a huge amount of the 
expenditures relative to a child on Medicaid 
that is very inexpensive. The error might 
have been on the child and not on the elderly 
person. So you can't just take a flat -- you 
would have to be a little more discreet 
without taking a flat number. 

Well, isn't that -- isn't the way that the 
feds determine eligibility rates is to look 
at the payment that are associated with those 
errors, as opposed to just the number of 
errors in putting someone on the rolls? And 
by that I mean they don't just look at 
whether you've examined 10 recipients and you 
were wrong five times; rather they look at 
the payments associated with the number of 
eligibles that you erroneously included on 
the rolls? 

In terms of a -- 


In determining the error rate. 


14 : C 


The error rate? 
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Q. Right. 

A. No. It's a number of eligibility -- numbers 

of persons who have gone through an 
eligibility process and how many of them were 
found to be incorrect in terms of determining 
the rate. Three percent. It's not three 
percent of the money. ,It's three percent of 
the eligibility determinations. 

Q. Are you sure about that? 

A. I believe so. 

Q. If it was three percent of the money, would 

that concern you in terms of projecting the 
possible effect of that three percent rate on 
the total expenditures for the Texas Medicaid 
program? 

A. Say that again. Would I be concerned? 

Q. Would it affect your opinion if the 

eligibility rate was reflective of the 
claims -- the amount of payments for claims, 
as opposed to just numbers of people 
determined to be ineligible? 

A. Well, any -- would it concern me. It would 

concern me that any time we have incorrect 
administration of the program that ends up in 
expenditures or errds up in denial of 

— — — k“ ing & FULLER — 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


http://legacy.library.ucsf.e8o^rakfe^nfl:|&30 f 0<(f5«ElJv.industrydocuments.ucsf.edu/docs/gmxl0001 


14 : 0 
14 : 0 
14 : C 
14 : C 
14 : C 
14 : C 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 
14 : ( 




DEANN FRIEDHOLM - By Mr. Ha/ 


services, so X mean, I want to say that flat 




out, of course it would be of concern. I 
don't think it was considered out of line 
relative to other programs or relative to the 
federal standards. I think that it would be 
impossible to be perfect, but I certainly 
think that we constantly are trying to 
improve the error rate structure and improve 
our eligibility system as best the state can 
afford to do. 

What steps were taken during your tenure to 
lower the eligibility rate, the eligibility 
error rate? 

We carefully monitored the eligibility system 
and how we were doing. We were constantly 
requesting additional eligibility workers to 
reduce the case load and therefore give more 
time to each caseworker for each case and 
those were -- 

Did you get those workers? 

No, we did not. 

Did you feel you needed those workers to 
reduce the eligibility error rate? And I 
should say the -- and also the case loads 
that the existing'-workers were using. 
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health and human services agencies"? 

In health and human services agencies? 


14 :1 


Yeah, between health and human services, 14:1 

redundancies and inefficiencies? 14:1 

I don't recall that. If you can give me a 14:1 
context, I might -- it might help, but -- 14:1 

How about -- does this sound familiar to you? 14:1 
Okay. 14:1 

"The current Medicaid program has numerous 14:1 
problems in how it is structured which 14:1 

results in unnecessary costs for 14:1 

inappropriate use of services, ineffective 14:1 

services, dissatisfaction of providers and 14:1 

patients and the lack of virtually any 14:1 

accountability or measure" -- "measurement of 14:1 
outcomes." That comes from "Prescription for 14:1 
Change." 14:1 

Yeah. 14:1 

Do you disagree with that? 14:1 

Would you read it slowly for me? Let me -- 14:1 

Sure . 

-- let it sink in a little bit. 14:1 

Okay. "The current Medicaid program has 14:1 

numerous problems in how it is structured, 14:1 

which results in tmnecessary costs for 14:1 
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_ DEANN FRIEDHOLM - By Mr. Hay _ 

inappropriate use of services, ineffective 
services, dissatisfaction of providers and 
patients and the lack of virtually any 
accountability or measure of outcome" -- 
"measurement of outcomes." 

Let me -- I'll read the rest of the 
paragraph. I can pull a. document out, but -- 
"Texas' spending per Medicaid recipient 
remains among the lowest in the U.S. The 
current program has failed to achieve the 
essential premise of Medicaid - that 
patient" -- dash, "that patients would have 
access to the mainstream medical system where 
they would receive quality medical care." 

A. Uh-huh. 

Q. Do you agree or disagree with that statement 

from "Prescription for Change"? 

A. I disagree with - - I mean, excuse me, I agree 

with aspects of it. Some of the wording is a 
little more stringent than I have said 
before. 

Q. What don't you agree with? 

A. Could you -- I'm sorry. I'm trying to 

remember each thing that you're saying. 

Q. Why don't -- why don't I get you a copy of 

___________ _____ 
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I apologize. 


14 : 1 


MR. HART: Why don't we just take a 14:1 

break while you're digging it out. 14:1 

MR. HAY: Okay. 14:1 

THE VIDEOGRAPHER: Stand by, 14:1 

please. The time is 2:14 p.m. We're going 14:1 
off the record. 

(RECESS) 14:1 

THE VIDEOGRAPHER: The time is 2:22 14:2 

p.m. We're on the record. 14:2 

Okay. I don't know if there was a question 14:2 

pending, but before -- before we get into 14:2 

"Prescription for Change," let me ask you, 14:2 

during the break did you have any discussions 14:2 
with Mr. Hart concerning your testimony? 14:2 

Yes. 14:2 

What did you -- what were those discussions? 14:2 


He reminded me that I had talked about 


14 : 2 


this 


this information, the writing in 


this document previously, and he reminded me 
of that. 

What did he say in reminding you of that? 

He said, "Remember, you've talked about this 


before, that speci-fic statement. Do you 


14:2 
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remember the context?" 

And I said, "Yes." 

And he goes, "Well, tell them the 

context." 

Q. Okay. Well, now we're at Page 2 of 

"Prescription for Change," which is the -- 
one of the documents you're relying on, as X 
understand it, for your opinions. 

A. Yes. 

Q. And you were going to tell me which portions 
of that paragraph, which I guess is the third 
paragraph on Page 2, you disagree with now or 
you take issue with. 

A. I don't know that I disagree with it as 

written here. I believe it's important that 
it be taken in the context in which it was 
written. 

Q. And what was the context it was -- in which 

it was written? 

A. We faced an opportunity for Texas to move to 

a managed care system to improve and address 
some of the -- or most of these concerns that 
I stated in the first sentence which you had 
read, and to possibly move towards 
restructuring the^xndigent care system so 


0.4 : 2 
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Q- 


A. 

Q. 

A. 

Q. 


that an individual would not be bouncing back 
and forth between eligibility for Medicaid 
and eligibility for locally-funded indigent 
care services simply by virtue of a small 
change in their income circumstances. 

So our goal in writing -- my goal 
in writing this document was to point out 
that there were issues in Medicaid which 
could be addressed that we knew how to 
address and that we needed to address. And I 
can take each one of the parts of this 
sentence and explain that, if you would like 
me to. 


Well, let me ask you this: In this 

paragraph, were you attempting to mislead 
someone into the extent of the problem with 
Medicaid? 

No . 

So this does accurately reflect your view of 
the problems associated with the Medicaid 
system as of 1994? 

With certain problems in the program that 
could be addressed, yes. 

Well, it says, "The current" -- and I'll read 
the last sentence--again. "The current 
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A. 


program has failed to achieve the essential 

premise of Medicaid." That's pretty serious, 

isn't it? What context is that in that -- 

That the patients would have access to 

mainstream medical systems where they could 

prudently choose providers and have a medical 

home. The case that we were speaking to here 

was that in Texas as late as 1994 we still 

had problems with providers wanting to take 

Medicaid, and we found that our Medicaid 

patients were crowding our public health 

systems and structures, which are fine 

systems, but they are not what the original 

Medicaid program was designed to do. It was 

designed to give a Medicaid patient the same 

access to the general health care system as a 

private pay patient would have. 

That had not been true, and as a 

result, we did not have patients who were 

forming relationships with physicians. We 

had patients that in a private practice or in 

a practice where you have a natural medical 

home, which we believe is an essential part 

of managed care and is an essential part of 

good patient caire'—is to have a doctor who 

_________ - —— 
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Q. 

A. 

Q. 


knows you, has your records, who keeps up 
with your care, as opposed to seeking care 
through an emergency room or some kind of 
doc-in-the-box clinic where you establish no 
such records or relationships. 

And that's the situation in this 
paragraph that we were,speaking to is that it 
does have problems that are unnecessary and 
can result in inappropriate use of services, 
and particularly when we know that we could 
create a system that would make people 
happier with Medicaid patients as their 
patients, and that was what this was doing. 
Well, your description of the system -- 
-- as explained below. 

-- as stated in this paragraph is that "The 
system has numerous problems with the 
structure resulting in unnecessary cost for 
inappropriate use of services, ineffective 
services, dissatisfaction with providers and 
patients and the lack of virtually any 
accountability or measurement of outcomes." 
Isn't that exactly the opposite of what you 
told me not 10 minutes ago as to why this 
system, the Texas—Medicaid system, was so 
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effective and efficient? 

What I would say to you is that there are 
specific issues within Medicaid that we 
thought we could address that would improve 
the program. My statement of my opinion is 
that overall, given the complexity and size 
of the Medicaid program, it is an efficient 
and effective program. That doesn't mean it 
can't have parts of it improved upon. This 
is one of those parts, getting patients tied 
to doctors through managed care. 

Well, what percentage of the Medicaid system 
relates to the managed care initiative, in 
your view, which would be affected by managed 
care? Assume for the sake of argument that 
managed care is fully implemented on an HMO 
basis in Texas. That's the goal, correct? 

Yes, it is. 

How much of the current program or the 
program as of 1994 would that affect? 

Over half of the recipients. 

Just about everyone but nursing homes, 
probably, is that fair? 

And possibly groups of the mentally retarded 
and disabled that"may or may not be 


KING & FULLER 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


http://legacy.library.ucsf.e8o^rotfe^n(Et|5a0 f Q<(fsrelJv.industrydocuments.ucsf.edu/docs/gmxl0001 



DEANN FRIEDHOLM 


By Mr. Hay 


16 





1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 


Q. 


15 

16 

17 

18 


19 

20 
21 
22 

23 

24 

25 


successfully brought into managed care. 

So even though you're only addressing a part 
of the program here, you're addressing the 
lion's share of the program in this 
"Prescription for Change"; is that correct? 
Yes. And to the extent that this is -- and 
this was written to try to address some of 
the continuing problems in the Medicaid 
program that resulted from not having a 
system that we could get patients and 
providers to match up. And there were a 
number of reasons for that. 

Let me ask you this: I know this is directed 

at, for lack of a better term, we'll call it 
the acute care side of the Medicaid program. 
Does the problems in the structure which 
result in unnecessary costs for inappropriate 
use of services, effective -- ineffective 
services, dissatisfaction of providers and 
patients and the lack of virtually any 
accountability or measurement of outcomes 
also apply to the nursing home portion as of 
this point in time? Do some of those same 
problems and criticisms apply to nursing 
homes? "— 
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Q 

A 

Q 


I would say definitely the one on lack of 
accountability for expenditures or 
measurement of outcomes -- accountability or 
measurement of outcomes part, which is part 
of the flat rate reimbursement question. 

Well, wasn't there criticisms at or around 
this same time about the unnecessary cause 
for inappropriate use of services for nursing 
homes, i.e. that people were in nursing homes 
who didn't really have to be in nursing homes 
or were getting in on a doctor's letter or 
getting the wrong standard of care in nursing 
homes? Wasn't that an issue at this time as 
well? 

I'm not -- would you repeat the three 
examples you gave? 

The examples -- 

Getting in on a doctor's letter. 

And I use that as an example of the issue 
that there has been -- there were 
inappropriate services or inappropriate 
charges for services that weren't necessary 
because of the status of the patient in 
nursing homes. Wasn't that an issue at this 
time, that either—-the patient didn't -- was 
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getting in and didn't have to get into a 
nursing home, that -- and then even those who 
were in nursing homes were getting -- the 
nursing home was collecting for services that 
the patient didn't necessarily need? 

In terms of getting into the nursing home, 
each individual has to.go through an 
eligibility process and meet activities of 
daily living standards in order to be 
admitted, and that's the process. 

If you're referring to perhaps a -- 
some of the criticism from some of the 
disability groups that there should be more 
home health options available so that people 
had a choice of someplace else besides a 
nursing home to go, then that is a 
complicated issue, but one which the state 
made improvements in the right direction to 
increasing the numbers of options for people 
to stay at home or at least not be in a 
nursing home if they needed high levels of 
care . 

Well, the issue of home and community-based 
care is something we'll get to later, but 
that's not what I'*-m addressing now. 
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A. 


Q. 


A. 

Q. 

A. 


Q. 


A. 

Q. 


Okay. I'm sorry. I'm not understanding, 
then 

Okay. What I'm addressing is, are you aware 
of criticism as late as 19 -- or as recent to 
this as 1993 where concerning nursing home 
facilities and whether or not the people who 
were in those facilities, whatever TILE they 
were given were incorrect TILEs and they 
were -- and the nursing homes actually were 
being overcompensated for services that 
really weren't required for some -- for a 
large number of their patients, are you aware 
of that being an issue? 

Yes . 

Okay. 

I'm also aware that we had a recoupment 
process where we would do reviews, and if 
that was true, we would recoup the cost from 
the nursing home in the next payment. 

To the extent that you did a review of that 
particular patient, that was a major issue 
that literally like 25 percent or more of the 
patients were in wrong TILEs? 

I don't know that figure. 

How significant wars the problem that you -- 
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A. 

Q. 


A. 

Q- 

A. 

Q- 

A. 

Q. 


A. 


that people were being charged in nursing 
homes for care that they really didn't 
require ? 

I don't know that it was significant. 

Okay. You made reference to a recoupment 
process. Did you do anything to monitor that 
process to see, you know, what percentage of 
determinations were later determined to be 
incorrect ? 

I personally did not do that, but there are 
people within my program and who I worked 
with who had that responsibility. 

And you would defer to their findings, 
whatever they may have been in that regard? 
Yes . 

I mean, you don't have any personal 
knowledge. You have to look at whatever they 
found? 

Correct. 


Okay. 

And if 

they 

found that 

25 - 

- or 

someone 

doing 

a survey of nurs 

ing 

homes found 

that as 

many 

as 2 5 

percent of 

the 

higher 


level TILEs were incorrect, would that be 
something that would concern you? 

It would. "— 
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Q. What does that say about the efficiency and 

effectiveness of the nursing home 
reimbursement system when -- if 25 percent of 
the people are being put in the wrong 
category of care? 

A. Well, if the state doesn't go back and recoup 

it, I think that it's a big problem. But I 
believe that we had systems in place to try 
to make sure, and this is not something 
that's like filling out a form. This is a 
judgment call that has to be verified by 
paper and then reviewed. It's not clear-cut 
black and white in every case. And it's also 
a status that can change fairly frequently. 

So given the circumstances, I think that if 
it -- in fact, we found that 25 percent were 
getting by and we weren't catching it, that 
would be a problem, but I'm not sure that 
that's the case. 

Q. But it's still an effective and efficient 

system if 25 at least in the first -- 25 
percent in the first instance were 
misclassified. 

A. In the first instance -- 

Q. Right. 
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A. -- or at some instance? 

Q. Well, the first instance, and then you 

were -- later determined that that was a 
misclassification? 

A. I would want to see improvement in that, but 

I still contend that overall the program, 
given all its various aspects, is efficient 
and effective. 

Q. It's just that the acute care side has major 

problems in 1994. The nursing home side has 
some other problems in 1995, but overall - - 
and those are the two largest portions of the 
program, correct? 

A. Uh-huh. 

Q. But overall it continues to be your testimony 

that the system is efficient and effective? 

A. Yes, because I don't think that we should 

blow this up out of proportion. I mean, 
we're highlighting and raising issues that we 
can do better on. That doesn't mean that 
overall it's still not a good system. What 
I'm shooting for here is to make it a better 
system, which is what we constantly do. 

Q. Well, since this was directed to the 

legislature, do you think you'd catch their 

____________ ■ 
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attention when you said that the current 
program has failed to achieve its essential 
purpose of Medicaid? Do you think that 
would -- do you think that would get their 
attention? 

A. Well, you're citing only one part of the 
sentence. The rest of the sentence is 
important to have as the second part of it. 

Q. Well, even with the second part of it, don't 

you think that that is something kind of to 
get someone's attention? 

A. It does get their attention, and it did. 

Q. And you believe it to be accurate, that 

statement ? 

A. To be accurate? 

Q. Yes. 

A. It's not inaccurate, but I don't think it 

needs to be blown out of proportion. 

Q. The rest of that, getting back to the 

opinion, which is as part of your expert 

opinions, the rest of that sentence 
references that the Texas Medicaid program 
"utilizes appropriate cost containment 
measures and internal controls." That's also 
your opinion? —— 

— KING Sc FULLER ~ 
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_ DEANN FRIEDHOLM - By Mr. Hay _ 

A. Uh-huh. 

Q. Can you identify me what cost containment 

measures you're referring to there? 

A. We discussed a few of them. 

Q. I'm sorry. I don't mean to cut you off. 

I'll let you answer that, but is it correct 
that this applies throughout the history of 
the program? Is that your testimony? That 
it had to use the specific word -- wording 
that "the Texas Medicare" -- "Medicaid 
program utilizes appropriate cost containment 
measures." That's kind of in the present 
tense. I just wanted to make sure that your 
opinion is not only today, but throughout the 
history of the program, "utilized appropriate 
cost containment measures"? 

A. For the period of time that I am most 

familiar, I believe that it has used the 
state-of-the-art cost containment measures. 

Q. That's 1983 to 1995? 

A. Uh-huh. 

Q. Okay. Prior to 1983, do you have any opinion 

as to whether it -- the program has used 

--utilized the appropriate cost containment 

measures, or in your language the 

________ —— 
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A. 


A. 

Q. 

A. 

Q 


A 

Q 


state-of-the-art cost containment measure? 

It has always been a very conservatively run 
program, but I'm not going to speak to that. 
I'm not -- I can't speak specifically about 
specific cost containment measures beyond 
reimbursement rates and strict eligibility 
systems. 

Well, does that mean you have no opinion as 
to whether the system utilized appropriate 
cost containment measures prior to 1983? 

I have a general impression that it did. 

It's a small and conservatively run program, 
but I can't speak to very specific things. 
Well, do you know of any cost containment 
measures that they were utilizing prior to 
' 83? 

Conservative reimbursement rates. 

Well, let me ask you this: Take an example, 

inpatient hospital. 

Uh-huh. 

Was Texas using the state-of-the-art cost 

containment reimbursement rate for inpatient 

hospital in 19 -- prior to 1983? 

Prior to 1983? 

Right. —~ 
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A. I think they were using the standard 

reimbursement system. 

Q. Which was? 

A. Reimburse on a cost -- cost basis based off 
of the old Medicare system. 

Q. Retrospective cost reimbursement -- 

A. Yes. Thank you. I couldn't think of the 

word. Yes. 

Q. Okay. Okay. And your understanding is in 

1983 that was the state of the art? 

A. Across the country I think it was. 

Q. Do you recall any discussions in 1983 about 

changing that methodology? 

A. There were discussions because the federal 

government had changed or was in the process 
of changing the federal Medicare system to a 
DRG system, and I think there was a 
long-standing project of four states who had 
tested out the DRG system, and so a lot of 
states were interested in investigating 
whether that was the way to go or not. It 
was very new. 

Q. And Texas, as I understand it, implemented 
the DRG system for Medicaid in '86? 

A. Was it '86 -- ' 8 5'¥“~ I think it was -- 
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_ DEANN FRIEDHOLM - By Mr. Hay _ 

Q. Okay. 

A. -- either late '85 or early '86. 

Q. Was there any states using prospective 

reimbursement for hospitals prior to '83? 

A. Only the four that I'm aware of. I mean, the 

four states that did the DRG project for HCFA 
that tested out prospective DRG reimbursement 
systems. 

Q. How about reimbursement systems that weren't 

necessarily DRG based, but prospective per 
diem? 

A. I don't know. 

Q. Are you -- okay. Any other cost containment 

methods utilized by the State of Texas prior 
to 1982-'83 that you're aware of? 

A. A generally conservative reimbursement 

structure for most items in the program or 
almost all items in the program. 

Q. Just that the rates they were paying were low 

in your view? 

A. Relative to other states also. Certainly 

relative to the cost of care in the private 
sector in Texas. 

Q. By the way, let me -- last point. Taking you 

back to that paragraph that we were talking 

KING & FULLER ~ “ 
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A. 

Q. 


A. 


Q. 


A. 

Q. 


A. 


about "Prescription for Change," the second 
sentence says that "Texas spending per 
Medicaid patient remains among the lowest in 
the United --in the U.S." Do you see that? 
Uh-huh. 

In this context, that -- correct me if I'm 
wrong if you wrote this -- that appears to be 
saying -- putting that as a negative. Did 
you view that as a negative, that "Texas 
spending per Medicaid recipient was among the 
lowest in the U.S."? 

It was a statement of fact for the members to 
understand because many people didn't know 
that . 

Well, you were in the midst of stating the 
problems with the Texas Medicaid system at 
the time. Is this another one of the 
problems that you're stating? 

I'm stating that it's a -- it's a fact. 

Well, they are all facts that you state here, 
but you're listing problems. Is this a 
problem, is my question? Is that fact a 
problem, in your view? 

It is if patients aren't getting the care 

that they need. 

— — KING & FULLER 
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Q. 


A. 


Q- 

A. 


Q. 


A. 


And is that the implication here, that they 
weren't getting the care that they needed? 

No, I think the -- what I was trying to do in 
this paragraph was to open up a beginning to 
a discussion of Medicaid and that I put this 
in specifically at that place as a quick 
rejoinder back to members that we are not a 
free-spending, expensive Medicaid program 
relative to what we spend on each patient. 

So it's your testimony -- 

One of the very first -- one of the very 
first things that people think about Medicaid 
is that it's an enormously expensive program, 
and this is a way of saying to them we're not 
spending -- we're not a huge spender per 
patient on Medicaid in this system. 

Is that what your testimony is, that your 
intent here was to kind of tell the other 
side of the coin? You know, we have all 
these problems. On the other hand, we're one 
of the lowest, remains one of the lowest 
spenders per patient? Is that -- and that 
it's not just another problem that you're 
identifying? 

Right. The whole^tontext of this study, sir, 

_________ 
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Q. 


A. 

Q. 

A. 


was to look for ways to reduce Medicaid 
costs, and it would be foolish of me to 
suggest that we have to spend more in the 
context of looking for the problems in 
Medicaid. It was trying to fight a basic 
assumption that people have in an opening 
paragraph to the diagnosis -- to the Medicaid 
program. 

We started to talk about, and I cut you off, 
the cost containment measures from 1983, I 
guess we are now talking about, to the 
present that have been implemented or 
utilized by the Texas Medicaid program. 

Is that a question? 

Yes. What are they? What are you referring 
to here when you reference them? 

We have -- again, generally, the Texas 
Medicaid program has a conservative 
reimbursement structure for a number of 
years. I believe it's six years now. There 
have been no fee for service increases in 
outpatient or physician office care as an 
example of how conservative the state is with 
its reimbursements for services, so we've 
already discussed?—aspects of that. 
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Q. 


A. 


Q- 


Is it -- let me just ask you that. Is 
that -- by not paying physicians additional 
money as -- in the last six years for 
inflation, for, you know, increased cost, 
whatever, is that really a cost containment 
measure, or in the long run don't you lose 
physicians by doing that and the 
ultimately -- it ultimately costs the 
program more because people end up going to 
emergency rooms, et cetera? 

The effect of this most recent round, we 
looked for that to see if it increased, and 
the truth is, is the last time I looked at it 
in 1995 was that there seemed to be no 
change, in spite of the fact that we had not 
kept up with medical inflation in those 
areas, that utilization of emergency rooms 
had not gone up. What it did do was bring 
doctors to be more interested in managed care 
as an option because managed care companies 
will negotiate a better rate for a primary 
care service that a physician can provide, 
and that was what we were finding the last 
time I checked in 1995. So -- 

So do you know if^that's a cost containment 

__________ 
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A. 


Q. 

A. 


Q. 

A. 

Q. 


measure of, you know, not paying more, 
forcing them to managed care? Is it really 
managed care that's the cost containment 
measure or is it -- I mean, if managed care 
wasn't there, what would be the effect? 

Well, as I was saying, we weren't seeing any 
significant increase. .We already had a high 
rate of utilization of emergency rooms 
anyway. And in our discussions and surveys 
with doctors, financing was one of a number 
of reasons that doctors did not want to take 
Medicaid. It wasn't the only one. In fact, 
it was surprisingly not the very first thing 
they frequently said. 

What was the first thing they said? 
Noncompliance of the patient. They would 
tell patients to do stuff and they wouldn't 
take their medicine and they wouldn't come 
back -- 
Oh, okay. 

-- and they wouldn't do what they were told 
to do and they would be frustrated with them. 
Has it been a problem historically in the 
Texas Medicaid program to attract physicians 
to the program?‘ ■ 

- KING &FULLER ~ 
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A. Yes, more so. More so in the last few 

years -- when Medicaid began to grow so 
quickly and the numbers of patients out there 
in the community suddenly became a much 
larger number, it became exacerbated. But 
prior to that, some doctors would take a few, 
but many doctors did not want to participate 
in the program and wouldn't sign up. 

Q. So if I were to say to you that as a factual 

statement that Texas has never had a problem 
attracting physicians to its program, you 
would disagree and say that that's flat out 
wrong? 


A. 

That' s 

right. 


Q. 

Okay. 

I'm sorry. 

What other cost 


containment measures in addition to not 
increasing the fees for physician and other 
services, outpatient services? 

A. Well, the low cost of our -- the low 

reimbursement rates for our nursing homes and 
our mentally retarded facilities are 
considered low relative to other states. 

Q. Did you ever do any study as to how much of 

that low rate goes to profit as opposed to 

actually either patient treatment or things 

" ~~ KING & FULLER 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


14 : 4 
14 : 4 
14 : 4 
14 : 4 
14:4 
14 : 4 
14 : 4 
14 : 4 
14 : E 
14 : E 
14 : E 
14 : E 
14 : E 
14 : E 
14 : E 
14 : E 
14 ; E 
14 : E 
14 : E 
14 : E 
14 : E 
14 : E 
14 : i 
14 : E 
14 : E 


http://legacy.library.ucsf.e8o^rakfe^n(a:|&3O f 0<(fs«ElJv.industrydocuments.ucsf.edu/docs/gmxl0001 







DEANN FRIEDHOLM - By Mr. Hay 

18 

1 

of that nature? 

14 : 5 

2 

A. There have been some studies of that. The 

14 : 5 

3 

industry vehemently disputes those studies by 


4 

saying that what is being considered profit 

14 : 5 

5 

is not all profit, but measures of 

14 : 5 

6 

expenditures for capital and other things 

14 : 5 

7 

that they have to do. .But I have been 

14 : 5 

8 

involved in that debate in the past, yes. 

14 : 5 

9 

Q. And which side have you been on in that 

14 : 5 

10 

debate ? 


11 

A. I was on the side of changing the 

14 : 5 

12 

reimbursement system so that we would know 

14 : 5 

13 

for sure. 

14 : 5 

14 

Q. For sure. Because you can't even find that 

14 : 5 

15 

out because there's very little 

14 : 5 

16 

accountability? 

14 : 5 

17 

A. There's little accountability for patient 

14 : 5 

18 

expenditures. We put the money out there on 

14 : 5 

19 

a flat rate basis and they spend it until 

14 : 5 

20 

they get caught doing otherwise. 

14 : 5 

21 

Q. Okay. What other cost containment measures, 

14 : 5 

22 

aside from just low rates? 

14 : 5 

23 

A. Well, it goes hand in glove with the next 

14 : 5 

24 

part, which is the review of bills, the 

14 : E 

25 

review of our claims processes, the review 

14 : 5 
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for appropriateness and those kinds of 
internal controls within the program to meet 
the federal requirements that -- that we must 
meet on appropriateness of the expenditures. 

Q. Okay. I'll talk about -- we'll talk about 

those internal controls. And let me -- let 
me try and explain a distinction between the 
cost containment and internal controls that I 
am making, and if you agree or disagree, let 
me know. But, you know, once you have 
established whatever the rate is going to be 
or the methodology for determining the rate 
or whatever, whatever legislative initiatives 
are then in place, these internal controls I 
assume that you're referring to here would 
then make sure that those are actually 
effectuated, that either a payment system or 
an eligibility system or fraud and abuse 
system, third-party liability, those are all 
internal controls that at least in my mind 
are different than cost containment measures, 
cost containment measures being something 
that the state is trying to do affirmatively 
to actually either change a reimbursement 
rate or reimbursement methodology, if you 
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will, or start managed care. That's the 
distinction I'd like to make for purposes of 
these questions that I'm about to ask you. 

A. Okay. 

Q. And in that regard, my question is, are there 

any other cost containment measures that the 
state has utilized during -- to your 
knowledge during any time in the program 
other than the ones that you've just 
mentioned to me? 

A. Well, we've discussed the move to selective 

contracting for hospital inpatient cost. We 
have discussed the state's prudent moves 
towards managed care for a number of reasons, 
including to try to reduce costs or at least 
contain the growth of costs. Those are the 
primary ones that come to mind right now. 

Q. Are you aware of any cost containment 

measures that the state has considered but 
not implemented, and again, this is other 
than the ones that you mentioned before 
during your tenure in terms of things that -- 
initiatives? This I'm expanding to during 
the course of the program. 

A. None are popping 'into my mind right now. If 

KING & FULLER 
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you give me an example, I might be able to 
comment . 

Q. Did the state ever consider a dual 

Medicaid-Medicare certification for nursing 
homes ? 

A. I'm not familiar with the subject. I'm 

sorry. 

Q. Okay. How about the institution of a 

certificate of need program or health 
facilities planning law? 

A. We -- the State of Texas had one until 1985. 

Q. For which providers? 

A. Nursing homes and hospitals and any 

diagnostic equipment or lab -- at least 
diagnostic equipment costing over, I think it 
was $2 million at the time. 

Q. And I take it that that was repealed at that 

point in time? 

A. Yes. When the federal government took away 

the mandate that all states had to have a 
health planning system with a certificate of 
need, Texas was one of the first states to 
move away from having a certificate of need. 

Q. Is -- was there any analysis done as to the 

impact of that, trhe financial impact on the 

_____ - KING & FULLER ” 
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Medicaid program? 

A. Not that I'm aware of. The Department of 
Human Services immediately instituted a 
moratorium on the building of nursing homes 
because of their concern -- and perhaps there 
had been some projections made, I don't 
recall that -- but their concern that because 
Medicaid was such a large part of the nursing 
home marketplace, the primary payer and the 
primary -- most -- 60, 70 percent of the 

people in nursing homes are being paid for by 
Medicaid in Texas -- that to unilaterally 
withdraw any kind of approval process for 
building of nursing homes could lead to a 
huge dramatic increase in unnecessary nursing 
home beds. And since we -- the Medicaid 
program was the largest payer, they thought 
it could have a negative effect. 

And so since 1985, the Department 
of Human Services has maintained a moratorium 
on nursing home bed - - nursing home building 
or increase of beds unless the area meets a 
standard of 85 percent of the population - - 
85 percent of the beds being full. 

Q. What about for hospitals? 

_________ " 
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A. There is no certificate of need process. 

Medicaid does not constitute that large a 
percentage of hospitals, and so they did 
not -- they don't really have the economic 
leverage to stop a hospital from being built 
if a private investor wants to build a 
hospital. 

Q. Was there any analysis as to the possible 
effect on Medicaid for the removal of the 
certificate of need process for hospitals? 

A. I'm not aware of one. 

Q. Are you aware -- has there, in fact, been an 

impact on the Medicaid program because of 
that removal of the certificate of need for 
hospitals ? 

A. I'm not sure that I could speak -- I mean, I 

could make suppositions, but I'm not 
knowledgeable about it in the way of having 
studied it or having specific facts, no. 

Q. Do you consider the NHIC insurance 

arrangement a cost containment measure? 

A. I believe that the way that it's designed, 

the structure gives incentive to the company 
to help keep costs down, yes. 

Q. How is that? — 
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A. Because they have a stake in the program that 

a regular third-party payer does not. 

Q. Keep costs down in terms of only paying the 

appropriate payments under the system? 

A. Hopefully, yes. 

Q. But it doesn't -- I mean, it doesn't -- the 

arrangement doesn't affect what the 
reimbursement rates are going to be or 
anything of that nature, cost containment as 
I was kind of discussing it previously? 

A. I'm sorry. 

Q. Let me try it this way. The incentive that 

you're talking about is that -- is for -- or 
is the incentive that you're talking about 
the incentive to only pay -- make correct 
payments ? 

A. Yes. 

Q. Is there any other incentive on, you know, 

cost containment incentive for the NHIC other 
than that in the arrangement? 

A. Well, they share with the state to a certain 

extent if costs come in less than what we had 
arranged as a premium. 

Q. But in terms of cost containment initiatives, 

NHIC doesn't instrirtute any of those, 

—. — KING & FULLER 
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correct ? 

A. Well, they do claims review processing and 

things, but no, not -- using your definition, 
not that I'm aware of. 

Q. Okay. Now, let's get on to the issue of 

these internal controls that you referenced 
in your statement. What do you mean by 
internal controls that the state -- that 
Texas Medicaid program is utilizing 
appropriate internal controls? 

A. We have systems established for reviewing 

claims payment and reviewing the 
appropriateness of those, as well as to 
monitor patterns of practice or procedures 
that should raise concerns that a provider 
might be inappropriately billing or 


inappropriately 

using 

the 

program 

for 

his or 

her 

patients, and we 

have 

systems 

set 

up to 

try 

to identify 

that, 

and 

if it is 

an 

issue, 


then to pursue corrections as appropriate. 

Q. Okay. Any other systems other than the 

claims payment and the systems to identify 
patterns of, I guess abuse? 

A. Or inappropriate use of the program. I don't 

know - - 

"" KING & FULLER ~ ” 
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Q. Okay. 

A. -- if I would say the word "abuse." Well, 

you have the surveillance utilization review 
system. You have the COMPAS system. You 
have our statistical analysis -- the Texas 
Medicaid program has a statistical analysis 
group that does reviews of claims. These are 
all systems that were set up and meet the 
federal standards we were required to 
immediate in order to try to assure that the 
system is running effectively and correctly. 

Q. Okay. Let's start with the COMPAS system, 

which is the claims payment review system. 
What involvement have you had with that 
system? 

A. I am aware of it and I know the people who 

were in charge of it and received no major 
issues or problems while I ran the system. 

It passed the tests that it needed to pass. 

Q. And what tests were those? 

A. The federal standards for -- for that review 

process, for the computerized process. 

Q. Well, do you know what standard that is? I 

mean, are we talking about a federal SPR 
review, if you wi-ii? 
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Yes . 


Systems Performance Review? 

Uh-huh. 

Does the Systems Performance Review review 
the COMPAS system or does that review the -- 
well, other systems in the Medicaid program, 
or do you know? 

I'm not sure that I know the technical name 
of the review. I know that I would receive 
reports saying, "The federal reviewers have 
been here. They've audited our system. 

We've had our exit." Occasionally, depending 
on what the reviews of different systems 
were, they would come to my attention if 
there was any concern at all, and while I was 
Medicaid director we seemed to pass all of 
those tests well, and I understand we've 
passed them for a long time. 

And that's the System Performance Reviews 
you're referring to. Does that sound -- 
Well, or the -- yeah, the systems performance 
reviews, yes. 

Okay. And how many reviews were there while 

you were Medicaid director? 

I believe they werre annual. 

~~ KING & FULLER ” 
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Q. 

A. 

Q. 

A. 


A. 


Q. 

A. 

Q. 


So that would have been '93, '94, '95? 

Uh-huh. 

And you've seen reports as to whether or not 
Texas has passed those System Performance 
Reviews or any problems identified in that? 

I would receive reports from the people in 
the various areas if there were issues that 
could be of concern or of embarrassment or 
areas that we needed to ask for additional 
help for. 

Okay. And what's your recollection as to, 
during your tenure as Medicaid director, what 
reports had come in concerning the System 
Performance Reviews? 

What I recollect is that no major -- that we 
passed each of those reviews as they happened 
throughout the period of time that I was 
there. 

There, being the Medicaid director you're 
talking about or -- 
Yes . 

Okay. I wanted to understand whether it's 

during that tenure, or from 1982 to 1995 the 

state has passed the System Performance 

Reviews every year? 

____________ ___ _ 
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A. 


A 

Q 


A, 

Q 


I'm not sure that we've passed every year, 
but it's been a very high pass rate with some 
minor problems identified from time to time 
that would be corrected. I would not 
characterize them as major systems problems 
where the state failed and was unable to get 
squared away quickly. 

Well, hasn't the state been sanctioned for 
failing the Systems Performance Reviews, or 
are you aware of that? 

Not that I'm aware of. 

Did you ever actually review a systems 
performance review report? 

I received verbal briefings. I don't recall 
that I actually reviewed a report per se. 

And those verbal briefings were during your 
tenure as Medicaid director? 

Yeah . 

Prior to your tenure as Medicaid director, 
did you get any kind of report in terms of 
the System Performance Reviews in the state, 
whether they passed, failed or had problems 
identified? 

The only reason that it would come to my 
attention would fcw-if it had -- if a problem 
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A. 
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A. 


had arisen that required some additional 
consideration or focus given to it by my 
boss, which in that case was a lieutenant 
governor, or before. 

So in the normal course it's not something 
that would normally come to your attention if 
there was just a problem with the system that 
had to be corrected? 

If I -- while I was Medicaid director, it 
might have come to my attention, but not -- 
Right. 

Yeah. 

But prior to that, it probably would not 
have ? 

Right, unless it was major. Unless there was 
a significant problem. 

Well, how would a problem find its way to the 
lieutenant governor in terms of -- what kind 
of significant problem would he be involved 
in? 

If there were to be a -- in Texas the 
legislature and particularly the lieutenant 
governor play a very active role in state 
government in a way that I think is unusual 
relative to other"'States. We have a weak 
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governor system and a very active, hands-on, 
reviewing type legislative process, and 
lieutenant governor's office would be briefed 
if there were major issues coming up in any 
areas. And as the person who handled health 
and human services for Lieutenant Governor 
Bullock, I would be briefed if something was 
going to be coming up that was an 
embarrassment or a problem, failure to pay, 
failure for -- of the budget to be coming in 
short for a year in a given area, as an 
example. And so if there was a major problem 
that we were going to be out of compliance or 
if we were going to have a bad error rate 
review or something like that, the 
departments would come and brief us on that 
so we could keep our officials alerted. 

And do you recall being briefed on instances 
where there was going to be a bad error rate 
or your -- or the program was out of 
compliance? 

For Medicaid? 

Yes . 

No. 

So to the extent -that there were error rates 
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that were in excess of federal guidelines or 
SPRs were failed, it's surprising to you that 
you didn't hear about those? 

A* If they were -- yes, if they were major, I 

would be surprised. 

Q. Well, isn't it fair to say that if you fail 

an SPR, that's -- you would only fail an SPR 
if there was a major problem? 

A. Yes. 

Q. The other -- well, aside from SPRs, you 

mentioned COMPAS. Do you know how the COMPAS 
system works? 

A. Generally. 

Q. Okay. Can you explain for the record how it 

works ? 

A. It is a review of claims payments, 

computerized review looking at how claims are 
paid, is my understanding. 

Q. Any more detail as to how they do that? 

A. Not detail perhaps to the extent you want it, 

but they're periodic reviews, computerized 
reviews of claims payment. 

Q. Okay. And this is reviews of claims that had 
been paid by both NHIC and the Department of 
Human Services? 
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I believe so. 

Do you have any knowledge as to the claims 
payment error rate that the State of Texas 
has had over the years? 

The claims payment error rate? 

Right, as opposed to the eligibility error 
rate . 

I'm not recalling what that is. 

Okay. Has the State of Texas ever tried to 
determine how many payments they make in 
error -- 
Well, we are -- 

-- by doing a random sample of a - - you know, 
a universe of claims, a limited universe of 
claims? 

We consistently do that, I believe. 

Is that something you should be doing, if you 
don't do it now? 

I would think at least some kind of 
statistical sample, yes. 

Okay. 

Of claims paid? 

Right. Why would you think that that would 

be something good to do? 

To -- to ensure trlrat the payments are 

~~ ~ KING & FULLER 
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correct . 

Q. Would that help you identify where the 

payment errors are in the system? 

A. Yes. 

Q. Okay. Would it also kind of, as I said to 

you before, give you an error rate to show 
how you're doing in terms of claims payment 
and the amount of errors that are being 
uncovered? 

A. Yes. 

Q. Okay. Do you know -- you previously 

testified that NHIC is scrutinized and they 
do -- they have an incentive to do a good job 
in making corrected -- correct payments. Do 
you have any knowledge as to the amount of 
erroneous payments per year that COMPAS 
identifies both from -- that occurred in the 
NHIC and the Department of Human Services? 

A. I'm sorry. Do I know what that number is? 

Q. Yes. 

A. I don't off the top of my head. I've known 

it in the past, but I don't know it now. 

Q. Does it sound about right that COMPAS has 

over the -- in recent history identified 15, 
20 million dollar's—in errors, payment errors 
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1 

being identified in order to know whether or 

15 : 1 

2 

not the internal controls are working? 

15 : 1 

3 

A. To the extent that those internal controls 


4 

♦ 

are operating and finding things that are 


5 

dealt with, I believe that that is 

15 : 1 

6 

accomplishing the goal of identifying. 


7 

Q. But you don't know if they're -- if they're 

15 : 1 

8 

catching ten percent of the errors or 50 


9 

percent or any percent of the errors? 


10 

A. I don't think that you can in a cost 


11 

effective manner determine that. I think 

15 : 1 

12 

what it would take to go through and do 100 

15 : 3 

13 

percent review of every claim in COMPAS would 

15:1 

14 

be more expensive than what you could 

15 : 1 

15 

possibly recoup. 

15 : 1 

16 

Q. How about doing a random sample of the 


17 

claims, stratified sample to determine what 

15 : 1 

18 

percentage of the errors you're actually 

15 : 1 

19 

picking up? 

15 : 3 

20 

A. If that could be developed in a way that 

15 : 3 

21 

appears that it would be cost effective, I 


22 

would be supportive of that. 

15 : 3 

23 

Q. Does it surprise you that Texas isn't doing 

15 : 3 

24 

that ? 

15 : 3 

25 

A. No, not necessarily. 

15 : 3 


KING & FULLER 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


http://legacy.library.ucsf.e8o^rakfe^n(a:|&3O f 0<(fs«ElJv.industrydocuments.ucsf.edu/docs/gmxl0001 
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Lets talk about S/URS. What do you know 
about S/URS methodology? 

About its -- 


What is S/URS? We'll start with that. 

Survey Utilization Review System. 

And first of all, who operates the S/URS 
system in Texas? 

Currently? 

Yes . 

The State of Texas operates it. You mean 
which department? 

Yes . 

It's been moved to the -- let's see. I think 
it's recently moved to the Department of 
Health and -- the commission, Health and 
Human Services Commission. 

Is NHIC involved in S/URS reviews? 

It has been and it provides information for 
it, but it was -- it has been involved in the 
past, as I recall, actually conducting them. 
At some point in time it was NHIC that 
actually ran the S/URS reports? 

Well, they provide the information for those 
reports. So I don't know that they actually 
run them, but the"y~ provide the baseline 
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Q. 

A, 


information that's used by the S/URS folks to 
review the program. 

Well, so I understand, they -- you're saying 
that NHIC provides the claims data? 

Yes . 

Okay. And someone at DHS does the S/URS 
review? 

It has been at DHS. In the most recent 
iteration, it's DHS, but I thought that it 
had been moved this legislative session or is 
about to be moved as part of legislation to 
put it in the commission, I believe, 
currently. 

And what's the purpose of S/URS? 

To review utilization patterns, to look for 
potential inaccuracies in billing that need 
to be corrected or that could possibly be 
abuse of the program. 

Do you know how many S/URS reports have 
resulted in referrals for fraud and abuse in 
the last five years? 

I think it's a low number, but I couldn't 
name that number for you. 

Okay. Aside from doing S/URS reviews, is 

there any other f-raud and abuse mechanism 

~ ™ KING & FULLER "" ~ 
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A. 

Q. 

A. 

Q. 

A. 


Okay. What other internal controls are there 15:3 
to detect and prevent fraud and abuse in the 15:3 


Medicaid system other than S/URS and the 
Medicaid Fraud Control Unit that you just 
mentioned? 

And the COMPAS system review? 

You want to add COMPAS system review to that? 
Uh-huh. 

Okay. How does -- 

And also the analysis -- analyses that are 
done by the Statistical Analysis Unit, Tim 
Varian's unit in TDH, also does review of 
claims payment and looking for problems in 
that . 

Do they have any - - the COMPAS and 

Mr. Varian's group, do they have any fraud 

and abuse detection system in place or is 

this kind of a haphazard if something comes 

~ KING & FULLER — 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 



ucsf.eSo^rakte^i&afyOAfsriEliv.industrydocuments.ucsf.edu/docs/gmxl0001 






DEANN FRIEDHOLM - By Mr. Ha’ 


up that's unusual, we may refer it? 

I'm not sure I understand what you mean by 
fraud and abuse system. They review -- they 
review the activities in the system and if 
they see problems, they try to correct them. 
If those are problems that for some reason 
might appear to actually be fraudulent, as 
opposed to mistakes or misbillings or misuse, 
well, then they might send it -- they would 


10 

send it on to a 

11 

charged with lo* 

12 

fraud. That's , 

13 

me than trying 

14 

correctly. 

15 Q. 

Well, how about 

16 

instances where 

17 

abuse or may be 

18 

for things that 

19 

Do they have -- 

20 

they have in pi 

21 

if you know? 

22 A. 

I don't think I 

23 

it. 

24 Q. 

So in terms of 

25 

internal contro 
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that you're saying are appropriate, you're 
identifying COMPAS, the S/URS systems and 
what else? 

A. The statistical analysis group that looks at 

patterns. 

Q. Is that part of the COMPAS system or do they 

do that separate and apart? 

A. I believe it's separate. 

Q. And that would be Mr. Varian? 

A. Uh-huh. 

Q. Any other internal controls? 

A. There is another unit, and I'm blanking on 

the name right now. Sharon Thompson. 

Q. Talking about the Sanctions Unit? 

A. Yeah, the -- excuse me. Thank you. It's mid 

afternoon. I'm getting foggy. The Sanctions 
Unit. 

Q. What do they do? 

A. They look at patterns of billing and practice 

amongst members and sanction them if they're 
abusing the system. 

Q. Where do they get that information? 

A. They look at claims payment billing, I 

think. The billing -- the actual billings of 
the providers. 
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Q. Is it your testimony that Sanctions, 

independent of any other COMPAS or any other 
group, S/URS, they just make a routine review 
of claims payment? 

A. I think they look at the billing side as 

opposed to claims payment side -- 

Q. So they -- 

A. -- to see that that service is rendered -- 

services billed were services rendered, is my 
recall of that. 

Q. Well, where do they get the billing 

information? Does all billing information go 
through Sanctions and they review it all, or 
how do they review it? 

A. No, I believe it's a sample. 

Q. So it's your testimony that your 

understanding is that Sanctions does a 
sampling of billing materials -- billings 
that come through the program, and based on 
that seem -- search -- attempt to ferret out 
fraud and abuse? 

A. Well, they actually do medical record review, 

if that's -- I mean, I'm trying -- I'm afraid 
I'm confusing terms here. They actually do 
reviews to see tlrsrt that corresponds with 
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what's been billed. I know they go out to 
offices and do reviews. 

Q. Do they do that independent, or do they do 

that based on some kind of referral for 
some -- from some other portion of the 
program? 

A. I'm not sure about that, if it's both or some 

combination or -- I'm not sure. 

Q. Have you ever done any evaluation as to the 

efficacy of the Sanctions operations? 

A. Have I? 

Q. Yes. 

A. No, I have not. 

Q. Has anyone, to your knowledge? 

A. Nothing is coming to mind. 

Q. Do you know how much fraud and abuse exists 

in the Texas Medicaid system? 

A. No. I don't believe anyone does. 

Q. Does -- do you know how much fraud and abuse 

Sanctions or any other entity within the 
Texas Medicaid program has identified, how 
much of the fraud and abuse they have 
identified? 

A. How much of the fraud and abuse? 

Q. Right, right. 
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I don't know what that number is, so I don't 
know how much -- maybe I'm not understanding 
your question. Could you repeat the 
question? 

Do you know basically how much each year they 
recover or recoup in fraud and -- fraud and 
abuse payments? 

It's -- it's relatively small numbers. I do 
not -- I have known in the past. At this 
moment I am not being able to recall exact 
figures, but I know that they are relatively 
small numbers. 

Are they doing a good job? 

I don't have any reason to believe that 
they're not doing a good job. 

Do you have any reason to believe that they 
are? 

I don't -- they're doing their jobs and I 
don't -- we haven't seen large amounts of 
problems, and when we do, the state addresses 
them. 

Well, but you've never done any kind of 

evaluation as to that internal control, the 

internal controls related to fraud and abuse 

and whether or hot—they're working. Is that 
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fair? 

A. I have personally not. I've relied upon the 

people running the system. 

Q. That they're doing their job and there's an 

internal control and you're assuming that 
it's working, correct? 

A. I believe it has worked, yes. 

Q. And what's the basis for that belief? 

A. That people are -- that recoupments are being 

made, that corrections are being made in the 
system at all time, and if there should be a 
problem in case that looks like it's fraud, 
it is referred. I don't have any reason to 
believe that there's rampant fraud. 

Q. Do you -- do you know how many cases COMPAS 

has referred to either Sanctions or the 
Medicaid Fraud Control Unit in 1995? 

A. I don't know for 1995. 

Q. Do you know for any year? 

A. Not right now. I'm blanking on numbers. 

Q. Is it like a handful, less than 10 in most 

years ? 

A. I would say somewhere between 10 and 20, but 

I don't remember. 

Q. In some years is '■art possible it's been as 
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abuse ? 

A. If they take a group of providers that are 

the same type and they review the services 
that are being prescribed or being provided, 
and if they find groups that are -- an 
individual or a group practice, let's say, 
that's doing something, usual, a pattern 
that's outside the realm of what is the norm 
for that group, for that group of providers 
generally speaking, then they will identify 
that as something to look into and educate 
the providers if they are doing something 
wrong. 

Q. Do the S/URS reports list all providers in 
that -- of that type, or do they just show 
outliers? 

A. I'm sorry. I'm not quite clear. You're 

asking does the report itself? 

Q. Yes. 

A. I'm not sure. 

Q. Do you know how -- do you know what S/URS 

parameters are? 

A. No, I don't. 

Q. Do you know what the procedure is if a 

provider is identrdrfied as being abnormal 
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through a S/URS report, what procedure then 
takes place? 

I believe that we then put them on review for 
prepayment review for those types of services 
that they may still be prescribing or 
offering. 

Is every provider who is identified as being 
abnormal put on prepayment review? 

Well, that may be the second step. I know 
many times we work with a provider to try to 
get them to understand the procedures and 
make sure that they do understand them. Then 
if continuing problems persist, they put them 
on a provider review, service review. 

You mentioned previously that there was some 
S/URS fraud and abuse referrals that 
initiated from S/URS reports. How does that 
occur? 

How does it occur? 

Right. 

Individuals detect what they think could be a 
fraudulent set of activities and they're 
referred to the Medicaid Fraud Unit, Fraud 
Control Unit. 

Who makes the detreTmination as to whether or 
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A. 

Q. 

A. 

Q. 

A. 

Q- 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 


not to refer it for fraud or just to contact 
the provider -- 
I believe the unit does -- 
-- for some education? 

-- those members -- the individuals who staff 
that unit do. 

What unit is that, do you recall? 

Which? 

Who staffs the S/URS unit. Is there a name 
of the unit? 

That's the way it's referred to. 

The S/URS unit? 

Uh-huh. 

Who during your tenure was in charge of that 
unit? 

Pam Coleman. 

Now, you mentioned Tim Varian's statistical 
group. What controls do they utilize to 
ferret out fraud and abuse? 

Well, I'm not sure that they look for fraud 
and abuse. They look for mispayments in the 
claims payment system. 

How do they do that? 

They look at statistical tapes of payments 

and look for unusual payments or outliers. I 
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can't be any more specific than that. 15:5 
You don't know what records they -- or what 15:5 
data they utilize? 15:5 


I don't recall anymore. 


15:5 


How about in the COMPAS system? What in the 
COMPAS system -- what procedures or 
methodologies are used.in the COMPAS system 


to ferret out fraud and abuse? 


15:5 


Well, again, I'm not sure that the intent is 
to look at fraud and abuse as much as it is 
to see that the MMIS system is functioning 
correctly as part of that whole structure of 
MMIS. It's a review of that computer system. 
What do they do to review that computer 
system? 

I don't know the technical details. 

You mentioned that sanctions was also 
involved as another group that was involved 
in the fraud and abuse area and you indicated 
that they do some medical records checks. Do 
you know what percentage of medical records 
they check? 

I don't know any -- I don't know anymore. 

Did you know when you were involved? 

At -- I can't state a number. I'm sorry. 
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1 

Q. Aside from medical records checks, what else 

L5 : 5: 

2 

does Sanctions do? Medical record reviews 

15 : 5 

3 

for -- what other work do they do to ferret 

L 5 : 5 

4 

out fraud? 

15 : 5 

5 

A. That's the primary thing that I'm aware of 

15 : 5 

6 

them doing. 

15 : 5 

7 

Q. The Medicaid Fraud Control Unit was another 

15 : 5 

8 

group that you said was involved in the fraud 

15 : 5 

9 

and detection in Texas. What do they do? 

15 : 5 

10 

A. My understanding is that they prosecute -- 

15:5 

11 

they investigate and prosecute cases of fraud 

15 : 5 

12 

by Medicaid providers in Texas. They're an 

15 : 5 

13 

independent group from us from the state 

15:5 

14 

Medicaid program itself. I think that's by 

15 : 5 

15 

law . 

15 : 5 

16 

Q. Do you know how they -- what methods they use 

15 : 5 

17 

in investigations, in investigating potential 

15 : 5 

18 

fraud? 

15 : 5 

19 

A. What methods? 

15 : E 

20 

Q. Right. 

15 : 5 

21 

A. No, I'm not familiar with the details of how 

15 : 5 

22 

they work. 


23 

Q. Do you know if they do independent 

H 

24 

investigations, or are their investigations 

15 : 5 

25 

based on referral's? 

15 : £ 
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A. I believe it's both. 

Q. You believe that they do independent 

investigations ? 

A. Well, I don't know what you mean by 

independent. What do you mean by 
independent ? 

Q. An investigation that that is initiated 

from -- not from a referral, either from 
someone in -- either a individual private 
citizen or in Medicaid just, you know, we're 
going to look into nursing homes or something 
like that? 

A. Oh, I'm sorry. I misunderstood your 

meaning. I believe they only work off of 
referrals, and that those referrals can come 
from any number of places. 

Q. And they then prosecute those cases for the 
state? 

A. I believe so. 

Q. Any other internal controls other than the 

ones that I've just mentioned that you're 
familiar with that you refer to here that 
goes under your -- 

A. Those are the ones that I know were operating 
within the federadr requirements that we had 

KING & FULLER ™ —— 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


eSo^rakfe^nOi&a^OAfsreiJv.industrydocuments.ucsf.edu/docs/gmxl0001 





21 


DEANN FRIEDHOLM - Bv Mr. Ha’ 



KING & FULLER 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


//legacyJibrary.ucsf.eSo^rakfe^nOi&afyOAfsrztt/.industrydocuments. ucsf.edu/docs/gmxl0001 




DEANN FRIEDHOLM - By Mr. Hay 

211 


done to determine the effectiveness of the 

L 5 : 5 

• 

reviews done by Tim Varian in his statistical 

L 5 : 5 

3 

group? 

15 : 5 

4 

A. Any outside kind of analysis? 

15 : 5 

5 

Q. Any analysis to determine how effective his 

15 : 5 

6 

reviews are with respect to either fraud or 

15 : 5 

7 

payment errors in general. 

15 : 5 

8 

A. Not that I'm aware of. Again, I'm not sure 

15:5 

9 

that fraud is an intent there, but on the 

15 : 5 

10 

payment errors, there's not any that I am 

15 : 5 

11 

aware of. 

15 : 5 

12 

Q. And I already asked you that about Sanctions, 

15 : E 

A 

and as I understood it, you weren't aware of 

15 : 5 

• 

any analysis done as to the effectiveness of 

15 : E 

15 

the Sanctions bureau? 

15 : E 

16 

A. No, I'm not aware of any particular studies 

15 : E 

17 

of that, no. 

15 : E 

18 

Q. Well, you're making some distinction. 

15 : E 

19 

Studies -- not studies that are necessarily 

15 : E 

20 

written, just any analysis that has been done 

15 : E 

21 

that you're aware of as to the effectiveness 

15 : E 

22 

of the Sanctions group in detecting fraud and 

15 : E 

23 

abuse. 

15 : E 

24 

A. Not that I know of. 

15 : E 

^ ~ 2 5 

Q. Okay. Moving on iro the next sentence in that 

15 : E 

W 
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_ DEANN FRIEDHOLM - By Mr. Hay _ 

I don't have plans to use them. 

Q. Well, what documents are you referring to? 

A. The -- there are state documents that have to 

do with initiatives by the state to get more 
Medicaid funds for foster children, for 
school administrative expenses for school 
health programs, for the Disproportionate 
Share Program, those types of documents. I 
don't know that I will need to draw on them 
because I'm familiar with them. 

Q. Okay. Can you summarize for us what the 

nature of your testimony is going to be? 

What's the 

A. Just an overview for -- as testimony 

regarding how the -- how this program is 
financed, what does the federal government 


do, 

what 

does 

it 

require, 

what 

does the 

do, 

what 

does 

it 

require, 

what 

can be 


matched, what cannot be matched and how Texas 
stands in financing and budgeting and 
maximizing federal funds. It's a general 
fact statement of how the program works. 

Q. Well, let me ask you about the last portion 

of what you just said, which is how Texas 
stands for maximizing federal funds. What is 
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your testimony regarding that? 

I think that Texas has been very aggressive 
in seeking to use Medicaid as much as it can 
to finance the cost of indigent health care 
in Texas, particularly in the last 10 years 
or so . 

What specifically has Texas done in that 
regard? 

Each time there has been a federal option 
created to expand eligibility for individuals 
not currently covered in Texas' welfare and 
Medicaid system, the state has taken 
advantage of those options as quickly as 
possible so as to have some federal funds 
help finance what otherwise was being paid 
for by local citizens or through charity 
care. We have done the entire 
Disproportionate Share system to maximize 
federal funding for services that in Texas 
have not been provided to people through 
Medicaid because we had such restrictive 
eligibility in Texas for Medicaid, and so 
they were falling on local public property 
tax dollars to finance our local public 
systems . 

____________ 
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We were able to show that by 
transferring those funds intergovernmentally, 
we can get a Medicaid match which then helps 
covers the expenses of those indigents and 
the systems that serve them. We have -- as I 
briefly mentioned, we have taken on very 
specific initiatives to try to maximize the 
things that we are already doing that could 
qualify for Medicaid matching as the federal 
Medicaid standards have changed through the 
years. We have an independent chronically 
ill and disabled children's program which is 
a state-funded program, state created, state 
funded for children who are severely and 
chronically ill whose parents have income 
just above what our Medicaid standards are, 
but whose medical expenses are 
extraordinary. 

And the state has -- used to 
operate that program completely separately. 

In the last four years or so we have moved to 
cover as many of those kids with Medicaid so 
as to take that state dollar and get a 
federal match for it and be able to serve 
more chronically'i“ll and disabled children. 
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We've moved aggressively towards 
trying to get matching dollars in Medicaid 
certified to make sure that we provide health 
care for foster kids and kids who are 
adopted. These are all initiatives that 
through the years as they became possible 
under federal standards and regulations and 
laws, Texas moved very aggressively to try to 
take advantage of that and we did that on all 
of those fronts. I'm sure there are others 
I'm failing to remember right now. 

Q. Have you discussed the relevancy of that to 

this lawsuit, that issue that you've just -- 
the maximization of federal funds? 

A. I believe I was asked to testify to it for 

the purposes of explaining the system and how 
the program works. To the extent that it's 
relevant or not, no, I have not discussed 
that . 

Q. The next paragraph starts -- states that you 

will testify concerning "the enrollment and 
budget growth in Texas" -- "in the Texas 
Medicaid system and the underlying reasons 
for the growth." Is that an opinion or a 
fact or is this something you're going to 
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_ DEANN FRIEDHOLM - By Mr. Hay _ 

give opinion testimony on? 

A. No. It's a fact statement. 

Q. Okay. What concern in the enrollment and 

budgetary growth are you going to testify? 

A. To explain how the Medicaid program has 

changed and who it covers and who is 
eligible, as well as the resulting increases 
in expenditures that have resulted through 
the years for the Medicaid program and 
particularly in the last, say, five to seven 
years, actually this decade, the 1990s, how 
the program's growth, why has that growth 
happened. And there have been studies and 
analyses done looking at that, both here in 
Texas specifically and also nationally. 

Q. What studies and analyses have been done on 

that ? 

A. There was a study that was commissioned by 

the Legislative Budget Board back in '91 or 
'92 which was done for Lieutenant Governor 
Bullock when I worked for him to dissect what 
was happening to the Medicaid, why was our 
program suddenly exploding in its costs and 
enrollment. 

And thdTi’nationally, the Kaiser 
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Foundation has done a similar more nationally 

L6 : 0 

based, not Texas specific, and it does 

L 6 : 0 

matter, because national doesn't necessarily 


reflect any one state's experience. But 

1 6 : 0 

they've done some analyses that I'm familiar 

16 : 0 

with of what contributed to this sudden 

16 : 0 

significant growth in the Medicaid budget and 

16 : C 

program enrollment. 

16 : C 

Q. Well, let's talk about the Texas study that 

16 : C 

you just referred to. Is that something you 

16 : C 

would rely on in this testimony? 

16 : ( 

A. I don't even have a copy of it anymore. I 

16 : ( 

mean, I don't have a copy of it. So no, as a 

16 : ( 

document, I don't rely upon it. I recall it. 

16 : C 

Q. Okay. What do you recall about its findings? 

16 : C 

A. That the enrollment growth was a function of 

16 : C 

Medicaid -- federal mandates for new services 

16 : C 

that we had to provide in a very short period 

16 : C 

of time, new services that we had to make 

16 : C 

available to patients that previously had 

16 : C 

been optional services, that there was a 

16 : C 

surprising unexpected increase in AFDC 

16 : C 

enrollment in 1990-91 which had not been 


anticipated and in retrospect people think 

16 : ( 

now was the tail ^nd of the reaction of -- to 

16 : ( 
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the recession of 1990, 1989 where people 

finally as a last resort turned to welfare in 
Texas. The changes in utilization patterns 
of services that led to some increased costs 
as well as the medical CPI, which at that 
time was still double digit, generally 
speaking, and therefore had an effect on 
Medicaid rate -- Medicaid rate setting, 
excuse me. 

And we actually looked at the 
program by population groups and major 
expenditures to show what was changing, how 
could this program go from a few -- you know, 
few hundred thousand people to suddenly 2 
million people in a very short period of time 
with the commensurate expenditures going up 
as well. So again, it would be by way of 
just explaining the dynamics of the Medicaid 
system from a perspective over time. 

Q. And who prepared that report? 

A. The legislative Budget Board office, working 

with all of the agencies of course, but they 
actually authored it. 

Q. Okay. And I'm going to take you through some 

of these factors "fhat you mentioned. Federal 
___________ — — 
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mandates was the first one you mentioned, and 
that, I take it, was increased coverages and 
increased services. 

A. Yes. 

Q. Okay. What increased coverages and services? 

A. Well, in the services area, one of the major 

expenditure changes was the requirements -- 
new requirements for EPSDT that were passed 
in 1989, which had significant cost impact on 
our program. 

Q. That relates to children, right? 

A. I'm sorry, yes. Early periodic screening, 

diagnosis -- diagnosis and treatment for 
children. 

Q. Right. Okay. 

A. The eligibility levels for children were 

decoupled from welfare starting in the middle 
1980s and those increased -- increased 
eligibility levels were incrementally changed 
over a series of years by the federal 
government. The state had farther to go to 
catch up because before our base line had 
been the welfare program, which Texas' was 
48th or 49th in the country, and we had to 
make a very big j'crmp to get to a standard of 
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100 percent of poverty, compared to a New 
York, which was already a very high 
eligibility state, didn't have as far to go, 
didn't have the same kind of impact. I'm not 
picking on New York. California, most other 
states did not face the same massive increase 
that the southern states, generally speaking, 
did, including Texas. So we had a big 
enrollment growth as a result of those 
mandates. 

Those eligibility changes for children 
particularly? 

It was for children. There were also new 
nursing home regulation requirements, PASSR. 
There were a number of big new federal 
mandates in coverages and services. Pregnant 
women, up to 133 percent of poverty, which 
was a huge jump for Texas from about 20 
percent of poverty to 133. That included a 
whole lot of working, uninsured women who 
could now be covered for Medicaid, which in 
the past could not. 

Could be covered -- 
For their pregnancy. 

For their pregnarrey, though? 
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A. Yes. 

Q. Okay. And you mentioned new nursing home 

rules ? 

A. PASSR. 

Q. And can you explain for the record what that 
is? 

A. New standards for regulations of what nursing 

homes had to provide to improve the quality 
of care for patients and new standards for 
regulations of what the state had to do to 
oversee that process. That's about as 
general as I can be for you. 

Q. Well, is it -- is this increasing the 

eligibility for nursing homes, or is this 
just increasing the oversight of nursing 
homes ? 

A. No. The PASSR standards increases the 

quality standards in the oversight. However, 
Texas did in 1989 or '90 expand eligibility 
for home health care -- community care 
services, home health services, as well as 
nursing home services for people who needed 
long-term care assistance. And -- 

Q. Was that just a Texas -- 

A. It had always bee’tr'an option under federal 
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• 

law and the state moved to take advantage of 

16 :1 

2 

the funds. I would classify that as a 

16 : 1 

3 

maximizing of federal funds and expansion of 

16 : 1 

4 

services -- I mean, expansion of eligibility. 

16 : 1 

5 

Q. Okay. What other -- so we've gone through 

16:1 

6 

federal mandates for eligibility for 

16 : 1 

7 

children, the EPSDT for children, expansion 

16:1 

8 

for pregnant -- coverage for pregnant women. 

16 : 1 

9 

What other mandates or coverage of service 

16 : 1 

10 

expansions? 

16 : 1 

11 

A. Well, and the advent of the Disproportionate 

16 : 1 

12 

Share Program. I'm thinking about the totals 

16 : . 

13 

of the program and how they changed in the 

16 : 1 

14 

late '80s through the '90s and those are the 

16:1 

15 

big -- big percentage factors in terms of why 

16 : 1 

16 

did that budget bottom line grow, why did the 

16 : 1 

17 

Medicaid budget grow, what happened? 

16:1 

18 

Q. Okay. And -- 

16 : l 

19 

A. I'm sorry. Am I talking in circles? I may 

16 : 1 

20 

have lost track of what your last -- 

16 : 1 

21 

Q. Actually, I was just talking about the 

16 : ' 

22 

federal mandates, what are the -- what 

16 : 1 

23 

federal mandates were imposed so that the 

16 : : 

24 

program expanded. 

16:1 


A. Okay. 
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Q. And 

A. There were two sets of categories of 

children, there were pregnant women, all of 
which were mandates, PASSR, EPSDT. Those are 
the major ones that I'm recalling. 

Q. Now, you also mentioned for why enrollment, 

the findings with respect to enrollment, the 
surprising number of AFDC eligibles that 
entered into the program. When did that 
occur? 

A. ' 90 - 91. 

Q. And you said that that was not part of the 

federal mandate; that was just something that 
came up? 

A. No policy changed, and that's what I mean 

when I say it wasn't a new federal mandate. 

Nor did the state make a change that could 
easily be pointed to and say, "Oh, well, we 
increased AFDC eligibility." We didn't -- 
that was not done. As an entitlement 
program, AFDC is available to people who meet 
the income and asset tests and family 
composition tests. And -- 

Q. Just for the record, who are AFDC people? 

A. I'm sorry. They'are predominantly 

_________ “““ 
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single-parent families with children. 

Q. Okay. 

A. In a very limited set of circumstances, it 

could be a two-parent family for six months 
in Texas, but generally you're talking about 
a mom and a kid or two or three. 

Q. Okay. 

A. And they qualify because they have children. 

They qualify because they are very poor 
incomewise and they qualify before they 
have -- because they have very limited 
assets. And so they receive a monthly 
grant. All of this is being changed under 
the new welfare reform, but that's who I'm 
referring to when I say AFDC. 

Q. Okay. How is it going to change under the 

new welfare reform system as proposed? 

A. There are new work requirements that will 

be -- and several other types of 
requirements that the mothers will be or the 
adults will be subjected to in order to 
continue to be able to receive a grant. You 
have to show that you're making progress. 

You have to sign a contract for personal 
responsibility. 'There are a whole lot of -- 
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DEANN FRIEDHOLM 


you have to make sure your kids get their 


shots. If you don't get your kids your 
shots, then you don't get your grant. Those 
are just a few of the many, many changes. 

So is it expected that the expenditures for 
that group will decrease or increase based on 
the welfare reform? 

I think the general expectation is that 
expenditures will decrease, although they are 
not a significant portion of the program 
anymore in terms of numbers or expenditures. 
Okay. The next item that you mentioned in 
terms of factors was changes in utilization 
patterns. What did you mean by that? 

Well, one of the cost drivers in the program 
can be if individuals begin using services 
that are more expensive or more frequently, 
and it is a factor that we look to when we 
are analyzing the budgeting and financing of 
the -- of the system, and improvements in 
technology can sometimes have a cost 
associated with it that would change a 
utilization pattern. It could save money or 
it could cost money, depending on what the 
change is. And srr that was reviewed in this 


KING & FULLER 

400 West 15th Street, Suite 604 
Austin, Texas 78701 
(512) 478-7885 FAX (512) 478-3303 


http://legacy.library.ucsf.e8o^rakfe^nfl:|&30 f 0<(f5«El*/.industrydocuments.ucsf.edu/docs/gmxl0001 







DEANN FRIEDHOLM - By Mr. Ha’ 


context to see how much of an effect did that 
have . 

How much did it have? I mean, I'm just 
trying to get a sense for what we're talking 
about here for changes in utilization 
patterns. 

Well, it had some impact, but it was not one 
of the major contributing factors. The 
federal changes and the enrollment changes 
and medical inflation were the three big 
ones, and then utilization was a distant 
fourth. 

Now, medical inflation, you said that that 
was double digit inflation in health care 
during -- 

For -- through most of the '80s and starting 
into the '90s. I'm not sure exactly when 
that slowed down. 

It has slowed down, though? 

Definitely. 

Okay. What's the inflation factor now? 
Approximately 3 percent is my 
And - - 

But indications are it's starting to rise 


again 
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Q. But the latest data is 3 percent? 

A. I believe so. 

Q. Okay. The -- was there any analysis done as 

to the reasons for the medical inflation? 

What caused that, I guess is the question? 

A. You mean, generally in the United States of 

America? 

Q. Well, if your analysis was of Texas and if it 

was different in Texas, I'd like to know 
that, or what caused it in Texas. 

A. Our general experience with the Medicaid 

program is that it lags behind and is never 
quite as high as the medical inflation rate 
for the commercial marketplace, for the 
general health care marketplace, but that it 
does affect the program. So you will see -- 
if it's an 11 percent general medical CPI, 
you'll see a 7 percent in Medicaid, something 
like that. I mean, that's an example. On an 
annual basis, you will see that kind. And so 
it's seen as a -- having an impact on our 
market just like everyone else, but to a 
lesser extent because it's so heavily 
regulated. 

Q. Well, let me ask -you about that. When you 
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say it lags behind, does that mean in the 
following year it will be the 11 percent or 
is it -- when you say it lags behind, meaning 
it's usually less than? 

Less than. 

Less than. Okay. And historically, how much 
less than? Do you have any sense? 

I think the figures I cited for you are a 
good ball park of -- 

Like 3 or 4 percent or 

II -- yeah, 11 percent. Might be 7 percent. 
Those numbers do exist, but I don't have them 
memorized in my head. 

Well, where might I find them in terms of 
what the Medicaid inflation rate is, 
expenditure inflation rate is? 

In the program. 

In -- in what -- 

From the Medicaid program. 

Well, how do -- I mean, do they exist in a 
document that would indicate that? 

I don't know if there's a single document, 
but they certainly analyze that in the rate 
setting process, so you could find it as 
public documents "in the rate setting 
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materials . 

Q. Well, what do you mean by public documents? 

What -- 

A. Board meetings, the department's board 

meetings. 

Q. You mean, the -- I'm trying to remember 

this -- the medical payment commission or -- 
I'm sure I'm getting the title wrong. 

A. I'm not familiar with that. But, for 

example, if there's a rate increase for 
nursing homes, the Texas Department of Human 
Services must consider and approve that 
before it goes to the Medicaid director, and 
that -- there would be public minutes in 
which they state what the inflation rate was 
assumed in the change in reimbursement being 
proposed. 

Q. Okay. 

A. And that would be true in virtually any of 

these areas of rate setting. I don't recall 
a single report across the whole program for 
inflation. 

Q. Any other reasons for the growth in the 

program other than the ones you've just 
mentioned? 
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A. No. Those are the major -- those account for 

the major increase in the program. 

Q. Are you aware of any study of the effect of 

smoking on Medicaid expenditures? 

A. No, I'm not. 

Q. When you were Medicaid director, you didn't 
ask or make any effort to determine the 
effect of smoking on the Medicaid 
expenditures ? 

A. No, I did not. 

Q. Before when you were describing this report 
on the growth of the program, you said that 
there were analyses done in terms of 
changes -- I thought you said changes in 
populations and where the expansion of the 
program has taken place. Is that -- is that 
t rue ? 

A. Yes. 

Q. Okay. What did you find? Where did -- what 

of the -- of the groups, the demographic 
groups that are in the Medicaid program, 
what -- how were they changed based on this 
expenditure growth in the '90s? 

A. I'm not quite sure I understand what you're 

asking. Are you 'asking by the different -- 
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I'm sorry. Would you repeat the question? 

Q. Well, I don't have the reports. I'm not sure 

how the analysis was done. Did the analysis 
look at each of these factors and determine 
its effect on the various demographics groups 
or did they, you know, kind of do an overall 
how the program has changed demographically 
because of these various factors, or 
something else? 

A. Kind of a combination of those two. It 

looked, first of all, to who was -- what were 
the costs associated with the growth of the 
different eligibility groups, the Aid to 
Families with Dependent Children group, the 
expansion children's group, the new expansion 
children's group, et cetera. And then there 
was a second set of analyses that looked at 
cost factors like we've just been discussing 
in terms of inflation, utilization, and those 
factors. So it was a two-part study, so you 
could see how was the program changing in 
terms of who was signing up and what were 
they costing us versus specific things like 
what's a general medical inflation rate, what 
is it in Medicaid";'* what' s the utilization 
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Q. 


A. 

Q. 


A. 


rate changes. It wasn't by each of those 
population groups. 

Well, has the Medicaid population of Texas 
changed over the years? 

Significantly. 

In what ways? In what ways? And maybe it 
would probably be helpful to me if you 
considered 1966 to '75 to '85 to '95, that 
kind of analysis. 

In 1966 the program was limited to 
eligibility for individuals who received 
AFDC, which again, is that single parent. 
There was no two parent at that time. Or who 
received state assistance for aged, blind and 
disabled persons, which in 1974 changed to be 
a federal program called SSI, Supplemental 
Security Income. It combined all those 
programs and federalized them, at which 
point, though, the individual not only gets a 
monthly check for SSI, but they get automatic 
Medicaid eligibility. And frequently these 
are individuals who are younger -- who are 
disabled, cannot sustain and work, but are 
not yet eligible for Medicare. They haven't 
met the age requirements, or in some cases 
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Q. 


A. 


they don't qualify for Medicare. 

So if you look at 1975, what you 
have is the SSI population and the AFDC 
population, and each year the AFDC population 
becomes poorer and poorer because Texas has 
not adjusted its eligibility levels in many, 
many years. So it's a, shrinking percentage 
of the poor in Texas. Even though the 
numbers may stay the same or grow, in terms 
of what percentage of all the poor people we 
are covering, it gets smaller and smaller 
every year. 


Back in the late '60s, early '70s, 
it was at the equivalent of 50 percent of 
poverty. Today it's at 20, headed towards 
18, depending on how you measure it. 

Just in terms of the different demographics, 
if you will, between -- 

So you have an increasingly very, very poor 

women and kids part, and then you have the 

aged and disabled who are determined to be so 

disabled through the federal eligibility 

process that they cannot sustain work. They 

cannot perform substantial work. 

And thenj as I mentioned before, we 
_________ " “ 
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started seeing in the early 1980s -- I think 
it was 1984 -- in Washington a decoupling of 

Medicaid eligibility from welfare assistance, 
and Texas was a perfect example of this. 

We in Texas relative to another state like 
California or Texas, we didn't cover millions 
of children with Medicaid because we did not 
make their families eligible for welfare, and 
because we kept a very conservative welfare 
program, we did not cover the same categories 
of people that were being covered in other 
areas of the country. Texas, therefore, when 
the federal government started saying, "Well, 
okay, now you can do" -- "you can cover kids 
who would have been eligible" -- "who would 
have met the eligibility standards for 
welfare, but their parents don't take it," 
and believe it or not, there are lots of 
those. 

Q. So early '80s more kids were entering -- 

A. Right. 

Q. -- the Medicaid program? 

A. And to be a little expeditious about this, 

you can characterize the 1980s into the early 

'90s as a sequentri-al increasing of 

._ ___________ 
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eligibility opportunities for children, a 
two-step increase in eligible opportunities 
for the state to make eligible pregnant women 
for the purposes of their pregnancy. And 
Texas has fully used that option. And so you 
have an ever increasing numbers of -- now 
these are not necessarily the large 
expenditures of the program, but the large 
numbers of eligibles in the program are 
increasingly young, and then at the same time 
the state, as I mentioned earlier, maximized 
the eligibility for persons who needed 
nursing home or home health services. So you 
have kind of a two-part -- you can actually 
think of the pregnant moms, the kids and the 
age disabled, and those are the general 
categories, but within which there are many 
subcategories, which if you want me to, I 
will go through or -- 

Q. Well, no. The -- but I guess the point is 

that over the years, though, the demographics 
has changed significantly. 

A. I would say yes, significantly. 

Q. Would you agree that the demographics of the 

Medicaid populatrcm in Texas is significantly 
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A. 

Q. 

A. 

Q. 


A. 

Q. 


A. 

Q- 

A. 


different than the national population in 
general? 

The national Medicaid population? 

No, just the national health care population 
in general. 

Okay. Would I agree that the Medicaid 
population -- 

Right, the demographics of who was in the 
Medicaid program is significantly different 
than the national, you know, the demographics 
of the national population in general. 

Yes . 

Okay. What about, would you agree that who 
is in the Medicaid population in Texas is 
significantly different than the Texas -- the 
demographics of the Texas population in 
general? 

Yes. Across all income levels, yes. 

Is there a significant difference between the 
Medicaid population in Texas and the indigent 
care population in Texas? 

Well, yes and no. Yes in that individuals, 
moms and kids, and kids in particular, move 
on and off of Medicaid. It's not like they 
get on the program—and they're on the program 
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for the rest of their lives. They're on the 
program and then they get a job, their 
incomes increase, they lose their Medicaid 
eligibility. The kid gets sick, she has no 
insurance, she goes back on Medicaid. Quits 
her job and goes back on Medicaid so that the 
asthma can be treated or whatever the 
situation is. So there's a lot of on and 
off. And to the extent that those families 
are on Medicaid one year and uninsured -- you 
know, out in the work force but uninsured the 
second year and are therefore medically 
indigent, you have a lot of mixture of young 
families that are sometimes in indigent care 
and sometimes not. 

The place where it is significantly 
different is that Medicaid doesn't cover 
single people and Medicaid doesn't cover 
people who are not disabled if their incomes 
are above a very low level, in this case like 
20 percent of poverty. It doesn't cover 
two-parent families beyond six months. So if 
the husband is hurt and the Mom is staying 
home with the two kids, they can get 
temporary assistance and temporary Medicaid 
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Q. 


A. 

Q. 

A. 

Q. 


for that six-month period of time. 

So there is -- you know, there is 
overlap in some areas, but with regard to the 
demographics of the state, Medicaid is 
different in that it doesn't cover young 
adult -- I mean, generally speaking, young 
adults, middle-aged adults unless they have 
some disability. So it doesn't reflect 
perfectly the Texas population. 

Is it also true that on the other side of the 
coin, if you will, the people who are 
disabled or elderly, which would -- which 
may -- in nursing homes, for example, or 
which may be part of the Medicaid population 
are not part of the indigent population 
because they're covered by Medicaid? Is that 
fair as well? 

For those who are covered by Medicaid, they 
would not be considered part of the indigent 
population. 


Right. And 

what 

I'm suggesting 

- ” 

And they're 

less 

likely to move 

off and on. 

Right. And 

what 

I'm suggesting, 

if you look 

at the othe 

r ext 

reme, the older 

people -- 


either the older 'people or disabled people 
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wouldn't be part of -- another difference 
between the Medicaid population and the 
indigent population is that the indigent 
population doesn't have old people and 
disabled people as much as the Medicaid 
population would have. 

A. I do not believe as much as, but I do believe 

there are some who don't quite meet the SSI 
standards for disability, but really are not 
capable of -- don't have any other health 
insurance and don't have a big income. But 
no, I do not -- I agree with you. I do not 
think it's as much as in the Medicaid system. 

Q. So that's another -- so there are differences 

between the indigent population and the 
Medicaid population? 

A. Yes. 

THE VIDEOGRAPHER: Excuse me. I 

need to change videotape. Stand by. This is 
the end of Tape 3. The time is 4:36 p.m. 
We're going off the record. 

(RECESS) 

THE VIDEOGRAPHER: We're on the 

record. The time is 4:42. This is Tape 4 of 
the deposition of—Ms. Friedholm. 
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Q. Just taking you back for a second, the report 

by the legislature -- Legislative Budget 
Board or the study that you mentioned 
previously, is there a title to that or an 
approximate title so I can identify it to 
your attorney? 

A. I'm not recalling a title. It was a report 

to the lieutenant governor on Medicaid 
expenditure growth. 

Q. And the date of that approximately? 

A. '90 -- had to be '92, fall of 1992 in 

preparation for the legislative session of 
' 93 . 

Q. Okay. Well, I'll request a copy of that 

document as well. 

A. I can give you a reference person. I just 

don't recall the title. 

Q. Are there significant differences between the 

Texas Medicaid population and the Texas 
population in general with respect to the 
kind of disease mix? 

A. I'm not sure I can answer that question. I'm 

not familiar with the disease mix of the 
general population. 

Q. Okay. Are there ’unique problems 
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25 

associated -- health problems associated 

L 6 : 4 

with Texas, and in particular Texas Medicaid 

L6 : 4 

population because -- with respect to the 

16 : 4 

border area in Texas, unique as compared to 

16 : 4 

the rest of the country, if you will? 

16 : 4 

A. Yes. I believe the Medicaid border 

16 : 4 

population reflects some of the types of 

16:4 

chronic problems that individuals have who 

16 : 4 

live in substandard housing with substandard 

16 : 4 

water systems. We certainly have a high 

16 : 4 

birth rate in the Valley or in the border 


area of Texas, relatively speaking, and there 

16 : 4 

have been well-known cases -- although they 

16:' 

are not widespread, well-known cases of some 

16 : < 

health problems that have been tied to 

16:4 

perhaps the environmental problems along the 


border, although I don't think that's been 

16:4 

proven, but encephala. Those are the -- of 

16 : ' 

course, with the Hispanic population you have 

16 : ' 

a higher incidence of diabetes than the 

16:' 

general population, but I think that's 

16 : < 

probably true across any Hispanic population 

16 : ' 

in the country. Those are the major 

16 : < 

differences that I can think of that were 

16 : ‘ 

constantly of corrtrern to us. 

16 : ‘ 
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And those were problems somewhat unique to 
Texas Medicaid, as opposed to other states' 
general health problems? 

I believe that if you look across the 
country, you will see that California and 
Texas and Florida, New York, Illinois have 
large populations of Hispanic individuals on 
their Medicaid programs as well as in their 
general population, and I'm sure those states 
look different than states who do not have 
that population in terms of some just 
basic -- the diabetes and hypertension 
problems that frequently arise. And I can't 
speak to whether or not that makes our 
programs different than those states. I 
think it would make it different than the 
general United States population. 

Okay. That's addressing the fact that a 
large portion of the Texas Medicaid 
population is Hispanic? 

Well, you were speaking of the border. 

Right. 

And that's a predominately Hispanic area. 

Okay. 

That was the segue*I made. 
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14 Q 


Okay. And that's fine. In addition to that, 
we were also talking about what you 
described, I think, as either sanitary or 
other types of problems that are associated 
with the Valley or the border areas, and 
you've described them a little bit, and that 
is something unique to. Texas as well? 

I believe it's fairly unique to Texas. I'm 
not sure if California has a similar 
circumstance along its Mexican border. 

It's certainly unique as compared to the 
national general population; is that correct? 
I believe so. 

Now, you told me previously that you're not 
going to be testifying concerning the damage 
models that have been prepared by the 
plaintiff in this case; is that correct? 
Correct. 

Have you been asked to supply any kind of 
data or information to support those models? 


And you told me you haven't reviewed them? 

No, I have not. 

Are you aware of any studies concerning data 
related to the pfevalency of smokers in 
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l 



1 

nursing homes as compared to the prevalency 

L 6 : 4 

2 

of smokers in the general 65 and older age 

16 : 4 

3 

population? 

16 : 4 

4 

A. No. 

16 : 4 

5 

Q. How about studies or reports with respect to 

16 : 4 

6 

either the Medicaid or Texas population and 

16 : 4 

7 

smoking prevalence for,those populations? 

16 : 4 

8 

A. I'm not personally familiar with any of those 

16 : E 

9 

studies. 

16 : 5 

10 

Q. The next Paragraph 4, the second sentence, it 

16 : E 

11 

says that you may testify concerning "the 

16 : E 

12 

apportionments of the Texas Medicaid budget 

16 : E 

13 

between medical services, disproportionate 

16 : E 

14 

share payments and administrative expenses." 

16 : E 

15 

Are you going to render any opinions with 

16 : E 

16 

respect to those? 

16 : E 

17 

A. No. 

16 : E 

18 

Q. What is the factual testimony you have 

16 : E 

19 

regarding that? 

16 : E 

20 

A. Just the general apportionment, how much is 

16 : E 

21 

spent on medical services versus 

16 : E 

22 

administrative expenses versus DSH payments, 

16 : E 

23 

just an overview of the structure of the 

16 : E 

24 

program. 

16 : E 

25 

Q. DSH payments areir'-t specifically associated 

16 : E 
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A. 

Q. 

A. 

Q. 

A. 


Q. 


A. 


Q. 

A. 

Q. 


- By Mr. Hay _ 

with medical services, correct? 

We categorize them separately for the 
purposes of accounting and Medicaid. 

What does that mean? 

That means that they don't specifically fit 
into our category of medical services. 

Well, what is in the category of medical 
services that DSH payments wouldn't fit in? 
It's what our premiums are basically, what we 
spend on -- on medical services in the 
program, and DSH is a separately structured 
financed program. 

Now, in terms of administrative expenses, 
what is -- what are you including under that? 
The expenses that come off of our reports to 
HCFA that separate these things out, 

Medicaid, medical services, DSH payments and 
administrative expenses. That's all. 

Those are separately reported to HCFA? 

Yes. We keep count each year as to our 
administrative expense relative to program. 
When you -- let me ask you about that. When 
you're keeping count of the administrative 
expenses, does that include the 
administrative ejTp'enses charged by NHIC? 
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I'm not sure. I thought you might ask that. 

I don't remember. 

So it's at least the state's own 
administrative expenses? 

Yes . 

It may or may not be the NHIC portion of the 
administrative expenses, and I assume it 
doesn't include the premium payments to NHIC 
or the profit portion of the premium payments 
to NHIC? 

I'm not sure about that. I'm not sure how 
the NHIC expenditures are counted, whether 
it's in that line or over in the medical 
services. I just — I don't know the answer. 
Do you know if there's any analysis -- do you 
know what the -- kind of as a percentage of 
expenditures the administrative expenses have 
been in Texas? 

Three to four percent. 

And do you know if that includes or doesn't 
include the NHIC portion? 

See, that's what I'm -- I'm failing to 
remember. 


Okay . 

I'm sorry. I just:* don't recall anymore how 
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that's put together. 

So you -- do you know what percentage of 
expenditures would be for if you added the 
profit to NHIC in its contract, the 
administrative expenses of NHIC and the 
state's administrative expenses? 

No, for the same reason. I don't -- I'm not 
sure if it's in there -- 

You don't know if it's three or four percent? 
Yeah. I just don't know. I apologize. 

Have you ever made an analysis of the 
administrative expenses of Texas Medicaid and 
any other state? 

I have seen the comparative listings of 
administrative expenses by state. Everyone 
reports the same -- there are comparative 
charts that show expenditures by states in 


comparison 


to each other and rank orders them 


and there's -- there are available charts 
that show administrative expenditures. 

Do you recall where Texas ranked? 

We were fairly low in our administrative 
costs, as I recall. 

But sitting here today, you don't know if 
that administratiYS number that has been 
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ranked includes the NHIC profit and 
administrative cost? 

A. I cannot speak definitively on that. I'm not 

going to venture a guess. 

Q. Okay. I'm not asking you to guess. I'm 

just -- the next sentence says that you will 
testify concerning "the services provided to 
Texas Medicaid recipients, the delivery of 
the services, the eligibility requirements 
necessary to receive services and the cost of 
providing services." Are there any opinions 
that you intend to render at trial regarding 
those issues? 

A. No. 

Q. What's the nature of your testimony 

concerning each of those issues? 

A. To lay out factually exactly those things 

listed: What are the services that Medicaid 

provides, how are those services delivered, 
how do people get them, who is eligible for 
the program, some of which we've discussed 
briefly here, and then what does it cost the 
state, how do we pay for this, what is it, 
what does it cost? All based on general 
information aboutr-^the program, no opinion. 
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A. 

Q. 

A, 

Q 


Do you have any documentation that will 
assist you in this testimony? 

From the references already described. 

Which is the "Medicaid in Perspective"? 

Those two documents predominately, yes. 

And in terms of the cost of providing 
services, that would be the cost to the state 
which would include the premiums to NHIC? 
Usually I will use the cost per recipient, 
which includes all the costs. In other 
words, number of people divided into total 
expenditure, and they -- but they vary by 
type of group. Aged disabled is different 
than a child, obviously. 

And that analysis is done based on the 
premiums for that -- each particular group 
divided by the -- or strike that. 

How is that done in consideration 
of the NHIC premiums? 

For each of the groups, we get a cost per 
recipient, so we know how much we spend on 
pregnant women, how many pregnant women did 
we have, what was the cost per recipient. 

And -- but when you get that, who do you get 
that from? •*--* 
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A. From the statistics people at the state. X 

mean, it's in these documents, cost per 
recipient. 

Q. Okay. I'm just trying to understand -- 

A. Comes off of -- 

Q. -- if that is based on claims from the 

recipient or the premiums of NHIC. 

A. I believe it's claims. 

Q. So to your knowledge, the cost per recipient 

numbers don't reflect actually the true cost 
that the state spends because it's spending 
the additional premium, the profit portion of 
the premium payment? 

A. I have to retract that answer because I do 

not know. 

Q. Okay. 

A. Sorry. 

Q. On the issue of eligibility, we've previously 

spoken about some of the eligibility 

determination problems that the state has had 
in the AFDC, among other areas. Has the 
state experienced any problems with illegal 
alien eligibility with respect to emergency 
room services or otherwise? Has that been a 
problem? 
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A. 

Q. 

A. 

Q. 


A. 


A problem? 

Yes . 

I'm not sure. 

You know, people coming over the border to 
have -- you know, in the emergency room to 
have a baby or that kind of issue? 

If an individual comes.across the border or 
presents themselves in an emergent condition, 
by law, regardless of Medicaid, the provider 
must give service. So whether it's a 
pregnant woman or an automobile accident or a 
heart attack, if it is an emergent -- a case 
that is truly emergent, truly an emergency, 
life -- life -- defined to be 

life-threatening, then the hospitals have to 
provide that care. 

Under Medicaid for pregnant women 
or emergency services -- is it both or just 
pregnant women? For pregnant women, delivery 
of a baby has been defined to be an emergent 
condition, and without checking the 
citizenship of the -- if the citizen -- if 
the person is not a citizen, the hospital can 
file to Medicaid under a separately accounted 
part of the program for the cost of that 
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Q 


Q 


birth, and I think that may -- that has been 
true since the mid 1980s. I don't know if 
the recent immigration reform bill changed 
that. I'm sorry. I'm just not current on 
that. But that has been true for a good 
decade, that an emergent -- that a -- for 
example, a noncitizen pregnant woman can 
present in an emergency room to deliver her 
baby and that would get reimbursed by 
Medicaid. And there is a separate accounting 
for that. She's a separate category, and 
they keep close watch on those numbers. 

That's available. 

Has that been a pretty frequent occurrence in 
Texas, I mean, that people would come across 
the border specifically to have babies or -- 
It happens. I don't know how to judge 
frequency, and I'm not sure what percentage 
of that actually ever gets picked up by 
Medicaid. I'm not familiar with the overall 
numbers of pregnancies rendered to illegal, 
undocumented individuals. Of course, the 
child is a U.S. citizen. 

Yes. Okay. The next sentence is that "Ms. 
Friedholm will tesbify that Texas Medicaid 
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program is conservative in its medical care 
expenditures for recipients." Is that an 
opinion or -- 

By use of the word "conservative," it's an 
opinion based on fact. 

Okay. What's the basis of that opinion? 

Our expenditures relative to other Medicaid 
programs. 

And the documentation that you're relying on 
for that is what? 

Reports to the -- the annual reports that we 
do, 2082s, HCFA 64s. I don't remember 
specifically which one, but we -- there are 
comparisons that are available by different 
types of services, as well as per recipient, 
and they show a conservative expenditure on 
individuals. 

Well, you haven't identified the 2082s, and I 
think you've identified one HCFA 64 as the 
document you were relying on for your 
opinions. Are you now adding -- 
I'm sorry. Those are source documents to the 
materials that are in the Texas "Medicaid in 


Perspective." 

Okay. So the Text's "Medicaid in Perspective" 
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'94 and '97 is what you're relying on for 
this 

A. Yes, I apologize. I wasn't following your 

line of questioning. 

Q. Any other documents other than those two that 

you're relying on for this? 

A. Not that I believe, no,. 

Q. And we'll finish up with the last sentence, 

which is, "Ms. Friedholm will testify that 
this conservatism is reflected in the 
program's covered services, provider 
reimbursement methodologies, eligibility 
requirements and benefit limits." Is that 
your opinion, or is that a statement of fact 
that you intend to testify to? 

A. Use of the term "conservatism" makes it an 

opinion, I believe, but it will be based upon 
comparative facts. 

Q. And in terms of documentation, again, this is 

the "Medicaid in Perspective" you're relying 
on for that opinion? 

A. Comparisons that are contained therein, yes. 

Q. Do they compare other states' covered 

services, provider reimbursement 

methodologies, eligibility requirements and 

_________ ““ " 
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DEANN FRIEDHOLM 


By Mr. Hai 


MR. HAY: For today. 

THE VIDEOGRAPHER: We are set for 

continuation. 


(DEPOSITION CLOSED) 
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